NAVY PROCUREMENT OF TUGBOATS 
De 


HEARINGS 


SUBCOMMITTEE OF THE 

SELECT COMMITTEE ON SMALL BUSINESS 

UNITED STATES SENATE 
EIGHTY-THIRD CONGRESS 


SECOND SESSION 


JUL 29 1954 


UNIV. OF MICH. 


ON 
PARTICIPATION OF SMALL BUSINESS IN 
MILITARY PROCUREMENT 


MAY 19 AND 20, 1954 


Printed for the use of the Select Committee on Small Business 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICB 
WASHINGTON : 1954 











SELECT COMMITTEE ON SMALL BUSINESS 
(Created pursuant to S. Res. 58, 81st Cong.) 


EDWARD J. THYE, Minnesota, Chairman 


JOHN SPARKS, Alabama 


HOMER FERGUSON, Michigan 
LONG, Louisiana 


LEVERETT SALTONSTALL, Massachusetts RUSSELL B 
ROBERT C. HENDRICKSON, New Jersey GUY M. GILLETTE, Iowa 
ANDREW F. SCHOEPPEL, Kansas HUBERT H. HUMPHRBY, Minnesota 
JAMES H. DUFF, Pennsylvania LESTER C. HUNT, Wyoming 
BERRY M. GOLDWATER, Arizona GEORGE A. SMATHERS, Florida 

WALTER B. Stu.ts, Staff Director 

Ropert A. ForRsYTHR, Chief Counsel 

MINNA L. RUPPERT, Chief Clerk 











SUBCOMMITTEE ON MILITARY PROCUREMENT 


HOMER FERGUSON, Michigan, Chairman 
RUSSELL B. LONG, Louisiana 


LEVERETT SALTONSTALL, Massachusetts 
GUY M. GILLETTE, Iowa 


JAMES H. DUFF, Pennsylvania 
FRANKLIN Wooprurr, Professional Staff Member 
WILLIAM D. AMIS, Professional Staff Member 
GERTRUDE C. NOvAK, Clerical Aesistant 


Il 





CONTENTS 


Testimony or statement of— Page 
Brown, R. J., Jr., secretary, Missouri — Steel, Inc., Leavenworth, 
a eee ee ‘ seal ll nett inant aici 2 
Friedland, Nathan, project engineer, . Rosenbli att & Son, New York, 
ee dines iateeistlas ce sae sec Stan acca 104, 120 
Glore, Col. James, Assisté unt Chief of Tr: insportation ‘(Materiel and 
Personnel), Office of Chief of Transportation, Department of the 
PETTING eins cs cies seein ciaencaeinigatonthgindimniaiis baited pinion iiaskiaa a 
Honsinger, Capt. L. V., Director of ‘Ship Technical Division, Bureau of 
Shing, Departsent Of thie ONG aac. seeks ce ce 173, 189 
McDowell, Mrs. Allen, former president, “Americ an 1 Boiler Works, Inc., 
Erie, Pa a Placid els Nl A a a 89 
Manseau, Rear Adm. B. E., Ac ting ( chief, Bureau of Ships, Department 
of the Navy ee Sinchibianncdigat teats haa aksbiabbeae ees: 160 
Marley, J. C., senior negotiator, “Bureat iu of Ships, Department of the 
Navy “ alld Sch wt Daas ty 
Milliken, J. G., contract negotiator, Bure: au of Ships, Department of the 
Navy-_- tie Paki 5 Lael ec atts: Etc NS cit Raa 176 
Oliver, J. V., president, Missouri Valley ‘Steel, Inc., Leavenworth, 
ta Fas a NS he a i panatak ales nec laha teach heitaaraica Lieealeciicas 2 
Olson, B. D., president, the Olson C ‘orp., Be resford, Fla_ 45 
Olson Corp., Beresford, Fla., prepared statement on Navy contract 
POR Hic cccinctecedis ctiaundeddtedakebbieael cath ence tiated be 77 


Rosenblatt, Lester, partner of M. Rosenblatt & Son, New York, Rs 3 91, 119 


Rosenblatt, Mandell, partner of M. Rosenblatt & Son, New York, 
N. Y. tens i UR Bie ae ee i ee wake RGR, 
Smith, William H., president, Smiths Basin & Dry Dock, Fort Lauder- 
dale, Fla eo a ala cee a 
Spriggs, Kahl K.., the Olson Corp., , Beresford, Pes cd icuaadieeion 
Stein, A. H., legal counsel, Department of the Navy__--------------- 
Timlin, A. A., secretary, the Olson Corp., Beresford, Fla__--_----- 
Vangeli, Capt. M. G., Director of Contracts, Department of the Navy_- 
Young, William, chief engineer, M. Rosenblatt & Son, New York, 
N. Y. , . iawn cdwiatematieSe 


EXHIBITS 


Letter dated May 15, 1954, from Fellows & Stewart, Inc., Wilmington, 
Calif., to the Senate Small Business Committee, supplying information 
concerning contract NObs 5566, for the construction of 3, and contract 
NObs 5576 for or construction of 28 65-foot harbor tugs, design 3004, 
Bureau of Ships, Navy Department, Fellows & Stewart, Inc., Terminal 
Island, Calif- . ; ae 

Letter dated May 12, 1954, from Fellows & Stewart, Inc., Wilmington, 
Calif., to Franklin Woodruff, Senate Small Business Committee, enclos 
ing copies of claim as submitted to the Navy, April 29, 1954 

Letter dated April 29, 1954, from Fellows & Stewart, Inc., Terminal Is land, 
Calif., to Chief, Bureau of Ships, re 65-foot harbor tugs, design 3004, 
contracts NObs 5566 and 5576; damages and increased cost due to delays, 
contractors’ claim for___ ‘ ; cithab ii eed Sidi 

Letter dated October 2, 1953, signed by Adm. B. E. Manseau, USN, ad- 
dressed to all shipbuilders, involved in this program: 65-foot harbor tugs, 
design 3004, contracts Nos. 5545, 5566, 5567, and 5577; plan deficiencies 
and modifications, general change order Nos, 102 and 103 

Statement of contractors’ right under Bureau of Ships vessel construction 
contracts to additional compensation for change orders and of appeal 
procedures available to them (Admiral Manseau) on 


Ill 


x 


135 
83 
45 

208 
53 


175 


121 


30 


35 


36 


44 











IV CONTENTS 


Statement entitled “Negotiations for the Tugboat Contract,” by B. D. 


Olson sami ae : ace 
Letter dated October 6, 1951, from the Chief, Bureau of Ships, to Super- 
visor of ee United States Navy, and naval inspectors of 
ordnance, Transportation Corps design 100-foot tugs (LT 1936—-#77), 
65-foot cs (TS 1975-2015), and 65-foot passenger cargo boats (T423 


466) ; procurement of American Bureau of Shipping certificates 
Letter dated May 27, 1954, to the Senate Small Business Committee, from 
\. A. Timlin, manager, The Olson Corp., Beresford, Fla., re contract 
NObs-5546, Department of the Navy; production and erection schedules_ 
Ione losures : 
(a) Letter dated August 7, 1951, from the Olson Corp. to Super- 
visor of Shipbuilding, United States Navy, Jacksonville, 
Fla ic ate th datiat nase etd beso ditnindl Said liek eines cian ere me! 
(0) Letter dated September 11, 1951, from the Olson Corp. to 
Supervisor of Shipbuilding, United States Navy, Jackson- 
Ville, Fla sistas pdt aslia sng delebnenmaninahn 
(c) Erection sequence ‘ 
Letter dated March 30, 1954, to Franklin Woodruff, Senate Small Business 
Committee, from Lester Rosenblatt, of M. Rosenblatt & Son, replying 
to questions raised during the March 15, 1954, meeting, re Rosenblatt 
& Son’s participation as design agent and procurement agent in the 
65-foot and 100-Zoot harbor tag MreGraMB. nnn nn istic onan 
Plan analysis of 65-foot steel harbor tug, revised reasons, submitted by 
RE ii eis cctacincics acd etacinaiiianininaieenenitinaiasinhenaiiniad 
Excerpts from instructions issued January 25, 1954, by the Chief, Bureau 
of Ships, with special reference to adjustments on account of change 
orders, read into the record by Admiral Manseau, United States Navy-- 
Bureau of Ships investigations of 65-foot tugboat program__-..--------~. 
Report from Chief, bureau of Ships, to the Secretary of the Navy, on state- 
ments made by Olson Corp., Beresford, Fla., regarding performance 
conditions under contract No. 5546 for ten 65-foot steel harbor tugs_--- 
Table, Bureau of Ships—vOriginal ag sana ORAteS cea eatox 
Excerpts from letter dated April 29, 1954, from Assistant Secretary of the 
Navy R. H. Fogler, to Senator Thye__- Maki init cain eotiia 
Explanation of cost estimate (enclosure 2 of Admiral Manseau’s letter 
of June &, 1954, to Senator ae ete a ec le aR ecala 
Department of Defense policy garding competitive proc urement (en- 
closure 3 of Admiral ees ome letter of June 8, 1954, to Senator 
NIN DP ieicictsena ganic nten a ale a ase ‘ : 
Letter dated June 1, 1954, to the Senute ‘Small “Busine Ss ( ‘ommittee, ‘from 
J. C. Marley, senior negotiator, Bureau of Ships, answering the state- 
ments made by Fellows & Stewart, Inc., in their letter of May 15, 1954_- 
Memorandum dated May 7, 1954, from J. C. Marley, senior negotiator, 
Bureau of Ships, re conference with Fellows & Stewart, Inc., Long 
Beach, Calif.; delay claim under contracts Nos. 5566 and 5576 <eteaes 
Conference: Fellows & Stewart, Inc., delay claim under contract 
Nos. 5566 and 5576, on April 20, 1954, at office of supervisor of ship- 
building and naval inspector of ordnance, Long Beach Naval 
Shipyard ‘ ; ‘fel J ihninttloatt 
Capt. M. G. Vangeli’s comment on Fellows & Stewart’s letter dated 
May 15, 1954, to the Senate Small business Committee tiillliahicvi a tghihdieale 


APPENDIX 


No. 1. BuShips Instruction 4250.10, Ser. 1700-3, January 25, 1954, from 
Chief, Bureau of Ships, to Assistant Chief of Bureau of Ships, 
Director of Contracts. Subject: Administration of vessel con- 
struction énd’ conversion COnITACIN...... ncn ciececciecnnmn 

No. 2. Letter dated February 17, 1954, to Hon. Robert B. Anderson, Secre- 
tary of the Navy, from Senator Thye, submitting list of questions 
re procurement of tugboats for the Navy_------------------_--_ 

No. 3. Letter dated April 28, 1954, to Senator Thye, from Assistant Secre- 
tary of the Navy R. H. Fogler, replying to questions raised in 
Senator Thye’s letter of February 17, 1954, re the 65-foot tug 
NII Eh cic alee te thd eke sink dates xk cites ani lala temas gidadlaea 


Page 


D4 


6S 


72 


91 
116 


164 
167 


167 
174 


197 


205 


219 


220 


224 


997 
~_ 


229 


230 





ee <p OPe 


Sean cow 


ae eae ae 


er 


: 
; 
| 





CONTENTS 


No. 4. Letter dated April 1, 1954, to Irving D. Jakobson, president, Jakob- 
son Shipyards, Inc., Oyster Bay, N. Y., from Senator Thye, re 
investigation of the construction and procurement of 65-foot steel 
harbor tug. M. Rosenblatt & Son, design agent _________ 

No. 5. Letter dated April 7, 1954, from Jakobson Shipyards, Inc., responding 
to Senator Thye’s letter of April 1, 1954 

No. 6. Tug, harbor, diesel, 600-horsepower, steel, 65-foot, design 3004, esti- 
mated delivered price of mandatory centrally procured items. M 
Rosenblatt & Son, naval architects and marine engineers, New 
York, N. ¥ abe patted ee 

No. 7. Pertinent information regarding procurement of 65-foot steel tugs 
by United States Navy. Details of 65-foot steel-tug program 

No. 7. (@) Final negotiated prices and contracts for 45-foot, 65-foot, and 

100-foot tugs, Bureau of Ships, Department of the Navy 
(vb) Letter dated May 8, 1954, to Senator Thye, from Rear Adm. 
W. D. Leggett, Jr., enclosing list of shipyards submitting 
proposals for construction of 65-foot tugs 
(c) Graph of progress on 65-foot tug program as of March 1, 1954 
No. 8. Letter dated May 25, 1954, to the Senate Select Committee on Small 
Business, from Andrew Higgins, Jr., president, Higgins, Inc., 
New Orleans, La., attaching a comparison of contract values and 
costs on two Navy contracts (NObs—5551 and 5548) —- bet 
No.9. Letter dated March 9, 1954, to Franklin Woodruff, Senate Small 
susiness Committee, from John E. Matton & Son, Inc., Water 
ford, N. Y., re contract NObs—5584, design 3006, 100-foot harbor 
WE ok ees ar diel Se ib ha bb deccies 

No. 10. Letter dated May 10, 1954, to Senator Thye, from N. L. Silberberg, 
attorney for Mrs. Alan McDowell, furnishing information re 
American Boiler Works, Inc., contracts 2 

No. 11. Letter dated May 25, 1954, from Isabelle T. McDowell, American 
Boiler Works, Inc., to the Select Committee on Small Business, 
supplementing statement of May 19, 1954, re contracts fulfilled 
by the American Boiler Works, Inc__--- Gontehd anata: ie 
No. 12. Letter dated May 24, 1954, to Secretary of the Navy Charles S. 
Thomas, from Senator Ferguson, requesting figures covering all 
steel harbor tugs in size range from 45 feet to 125 feet, under the 
jurisdiction of the Navy as of June 30, 1951____________________ 
No. 12. (a) Letter dated June 15, 1954, from Assistant Secretary of the 
Navy R. H. Fogler, in response to Senator Ferguson’s letter 
of May 24, 1954, enclosing list of steel harbor tugs under 
Navy jurisdiction as of June 30, 1951 uns leak et sets ne 
(b) Letter dated May 24, 1954, to Secretary of the Army Robert 
T. Stevens, from Senator Ferguson, requesting figures cov- 
ering all steel harbor tugs in size range from 45 feet to 125 
feet in active service at overseas bases, United States conti- 
nental bases, and in inactive reserve status___ “ew 
(c) Letter dated June 16, 1954, from Deputy Department Counselor 
Lewis E. Berry, Jr., responding to Senator Ferguson’s letter 
of May 24, 1954, submitting table showing Transportation 
Corps assets as of June 30, 1951, with respect to tugboats 
in the 45-, 65-, and 100-foot classes ‘ 
(d) Letter dated May 24, 1954, to Secretary of the Air Force Har- 
old Talbott, from Senator Ferguson, requesting figures cov 
ering all steel harbor tugs in size range from 45 to 125 feet_ 
(e) Letter dated June 10, 1954, to Senator Ferguson, from Secre- 
tary of the Air Force H. E. Talbott, supplying June 1951 
inventory of tugboats under jurisdiction of USAF______- 
No. 13. Letter dated June 1, 1954, to Secretary of the Navy Charles §. 
Thomas, from Senator Ferguson, requesting information re final 
determination of claims of the Olson Corp., American Boiler 
Works, Inc., Rawls Bros., and others_____-~- eT he 

No. 14. Letter dated November 2, 1953, to Chief, Bureau of Ships, from 
the American Boiler Works, Inc., submitting claim for relief 
under the First War Powers Act of 1941 (reference NObs.5567 
(1718) Ser-—1718-5318)-___--- beatae ques 





Vv 


Page 
239 


246 
249 


250 


250 


Onn 


bs 


256 


256 


257 


258 








VI CONTENTS 


No. 15. Letter dated June 8, 1954, to Senator Ferguson, from Rear Adm. 
B. E. Manseau, Acting Chief, Bureau of Ships, supplying 
requested information__ i eat. 

(1) Supplemental statement of Capt. L. V. “Honsinger, 
U. S. N ela gh ani . ane 

(2) Explanation of cost estimates = os se rhe oe 

(3) Statement of Department of Defense policy regarding 
competitive procurement______~_- eos 

(4) Statement of contractors’ right under Bureau of Ships 
vessel-construction contracts to additional compen- 
sation for change orders and of appeal procedures “ 

(5) Copies of contracts NObs-5526 and NObs 5527 (retained 
in committee files) 

(6) Bureau of Ships Investigation of 65-foot tugboat pro- 

grain za iin “an 

) Letter dated June 1, 1954, to Senate Small susiness 

Committee, from J. C. Marley, senior negotiator, Bu- 
reau of Ships, replying to allegations by Fellows & 
Stews: art in their letter of May 15, 1954__--_______-__ 
(8) Vangeli, Capt. M. G., comments on Fe llows & Stewart’ s 

letter of May 15, 1954, to the Senate Small Business 

Committee ues ee... ie 

(9) Bureau of Ships’ comment on contractors’ sti itement 

that a fixed percentage is applied to their claims in 

ne i Se 

(10) List of 45-foot and 125-foot tugs under Navy jurisdic- 

tion as of June 30, 1951___________ 

No. 16. Bureau of Ships’ comment on contractors’ statement_ aera ae 

No. 17. Memorandum dated April 12, 1954, from David B. McAulay, Depart- 
ment of the Navy, re preaward surveys 

Enclosures : 
(1) Smith Basin & Dry Dock Co., Ser. 755B-32, Feb- 
WRN ID, BOB inin cnn aeeetrs + 
(2) Conference memorandum dated Mz ire ch ay, 16 51__ 
(3) AIM letter Ser. A-2243, December 31, 1951--_---_ 
(4) 1712 Memo Ser. 784B-15, January 28, 1952______ 
(5) SUPSHIP Jax, Ser. C-020-52, Mar. 14, 1952______ 

No. 18. Evaluation of contract NObs 5567 with American Boiler Works, 
Inc., office of supervisor of shipbuilding and naval inspector of 
Ordnance, Camden, N. J., August 20, 1953___._-_-----_--.---_-__. 

No. 19. Memorandum dated February 24, 1954, from D. E. Weatherly, Jr., 
Department of the Navy, Bureau of Ships, re contract NObs— 
rt, eee: een Ee ite Deck We a 

No. 20. Letter dated July 12, 1954, to the Senate Small Business Com- 
mittee, from Lester Rosenblatt, supplementing some of his pre- 
PE RO tic baieiiddbeiencduk 


Page 
261 


189 
197 


208 


44 


167 


219 


224 


9 262 9 


255 


262 
263 
263 
263 
264 


264 
265 


265 


270 


bo 
-] 
oo 


LT I I EE SIL, 


Eg OS 


— 


ee 


nee 





SYR 


NAVY PROCUREMENT OF TUGBOATS 


WEDNESDAY, MAY 19, 1954 


SUBCOMMITTEE ON Minirary PROCUREMENT, 
OF THE SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:20 a. m., in room 
F-35, United States Capitol, Washington, D. C., Senator Homer Fer- 
guson presiding. 

Present: Senators Ferguson (presiding), Hendrickson, Thye, 
Smathers, Gillette, and Duff. 

Also present: Walter B. Stults, staff director; Robert A. Forsythe, 
chief counsel; William D. Amis, professional staff member of the com- 
mittee; Franklin Woodruff, professional staff member; and Joe 
Skubitz, administrative assistant to Senator Andrew F. Schoeppel. 

Senator Frreuson. The committee will come to order. 

At this time, I would like for the record to state that in May 1951 
the Department of the Navy, acting as procurement agent for the 
Army and the Air Force, issued invitations to bid on the construction 
of 65-foot steel tugboats and several other similar small vessels. In 
June and September 1951, the Navy awarded contracts for building 
99 of these harbor vessels to 5 small shipyards, 2 of them in Florida, 
1 in Pennsylvania, 1 in Kansas, and 1 in California. 

Of the 5 concerns which received contracts for these crafts, 3 have 
already suspended operations, 2 of whom are in bankruptcy, and the 
other 2 builders are presently expecting losses far beyond their ability 
to absorb. 

The attention of the Senate Small Business Committee was first 
drawn to this procurement a year ago, when one of the con- 
tractors suspended operations and came to Washington in an attempt 
to work out some of his problems with the Navy’s Bureau of Ships. 
Since that time, members of the staff of this committee have watched 
developments in the progress of the contract. 

I expect that many issues will be raised in the course of this set of 
hearings; but essentially, the questions to which we seek answers are 
these : 

1. Why have 3 of 5 experienced shipyards been forced out of busi- 
ness in performing this contract ? 

2. If these shipyards were incompetent or financially unsound, why 
were they awarded contracts? 

3. Why have only 24 of the 99 tugboats contracted for been delivered 
as of this date, even though the entire number was due to be delivered 
1 year ago? 

4. Why were so many changes made in plans for this relatively 
simple vessel ? 

1 
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Why have the costs of these tugs increased so much, and, related 
to that question, are the military services demanding elaborate and 
overly complex vessels, when commercial-type tugs could have done 
ms sa job at a much lower price ¢ 

. Does the Navy conclude from its experiences on this contract 
dis it small yards are not reliable suppliers, or would any yard have 
had the same difficulties on the 65-foot tug progr: am ¢ 

In trying to get the answers to these and other questions, the Mili- 
tary Procurement Subcommittee will call upon the shipyard con- 
tractors, the Navy’s Bureau of Ships, and field offices of Supervisors 
of Shipbuilding and the design agent whose role in the procureement 
is a matter of great importance. I am hopeful that we will be able 
to hold afternoon sessions—of course, they have to be in line with 
answering rollealls and votes and taking care of the floor work—today 
and tomorrow and that we can conclude our hearings by tomorrow 
afternoon. 

For that reason, I trust that we can receive all the testimony from 
the boatbuilders and the design agent today and from the Navy 
officials and officers tomorrow. 

It is the hope of this committee that positive results will come from 
these hearings and from the report which we will issue subsequently. 
The economic fate of five established businesses is a matter of some 
concern, and if these firms are bankrupted through the fault of the 
Government or its agent, this committee will ask that appropriate 
steps be taken to alleviate their plight. 

If it appears that the fault for nonproduction and financial disaster 
lies at the doors of the shipbuilders, then we must take action to 
guarantee that unqualified contractors are not relied upon for essential 
military material. In any event, this hearing is one in a continuing 
series of case studies which the Small Business Committee has under- 
taken in an effort to make certain that a fair share of military contracts 
goes to small business firms and that those companies are not handi- 
capped in their efforts to produce under the contracts they do receive. 

Senator Gillette. do you have anything that you would like to say 
at the present time ? 

Senator Grutette. Nothing, Mr. Chairman. Your statement is 
very comprehensive, and I think it covers the entire ground. 

Senator Fercuson. We will ask now that Mr. J. V. Oliver and R. J. 
Brown, Jr., who represent the Missouri Valley Steel, Inc., Leaven- 
worth, Kans., come forward. 

It is the custom of this committee to swear the witnesses. So if 
you will take your place here at the witness table, will you raise your 
right hands, please. 

You do solemnly swear in the matter now pending before this sub- 
committee you will tell the truth, the whole truth and nothing but the 
truth, so help you God? 

Mr. Otrver. I do. 

Mr. Brown. I do. 


TESTIMONY OF J. V. OLIVER, PRESIDENT, MISSOURI VALLEY STEEL, 
INC., AND R. J. BROWN, JR., SECRETARY, MISSOURI VALLEY 
STEEL, INC., LEAVENWORTH, KANS. 


Senator Fercuson. Just be seated. State your full names for the 
record and your address. 


a 


a 





i 


= 


eee 





NAVY PROCUREMENT OF TUGBOATS 3 


Mr. Oniver. J. V. Oliver, Leavenworth, Kans. 

Mr. Brown. Richard J. Brown, Jr., Leavenworth, Kans. 

Senator Frerevuson. All right. W ich one of you wants to testify 
first ¢ 

Mr. Oxtver. I will testify first, Senator. 

Senator Frrcuson. You had a contract for some of these tugboats? 

Mr. Oxtver. Yes, sir. 

Senator Fercuson. Your company ? 

Mr. Otrver. Yes, sir. 

Senator Frrcuson. And do you want to make a statement? Have 
you a statement ¢ 

Mr. Ouiver. I did not prepare a written statement. 

Senator Frrecuson. What is your official capacity with the company ¢ 

Mr. Outver. President. 

Senator Frreuson. President. And what is yours, Mr. Brown? 

Mr. Brown. I am secretary. 

Senator Frereuson. Secretary 

Mr. Oxiver. I did not prepare a written statement, a fact which I 
regret very much right at the present moment. 

Senator Frreuson. Well, you go right ahead, now, and tell us just 
in your own words. 

Mr. Ottver. However, we do welcome an opportunity to present the 
facts as we see them. 

First, a few words as to the history of our company. The 
Missouri Valley Bridge & Iron Co., one of the oldest companies in 
continuous operation west of the Mississippi, started building barges 
and river boats in 1939. Both Mr. Brown and all of our principal 
officials were with the Missouri Valley at that time. 

When the war came along we were engaged in building LST’s at 
Evansville, 175 of them, and LCT’s, LCM’s, YSD’s, and river tugs 
und towboats for the Canol project at Leavenworth, Kans. The yard 
at Leavenworth, Kans., employed about 1,000 men and the yard at 
Evansville employed about 20,000 men. 

Senator Gitterrr. Mr. Chairman, Evansville, Ind. ? 

Mr. Ottver. Yes, sir. 

Now, all of our principal officers, our foremen, our leadmen, and 
& great many of our men are the men that were working on that 
program during the war and as we continued operations after the 
war. 

Now, that was the Missouri Valley Bridge & Iron Co. At the end 
of the war they chose to liquidate, and along with four of these em- 
ployees who had responsible positions in these programs, I formed 
a company in 1946, and we purchased the facilities of the Missouri 
Valley Bridge & Iron Co., which consisted of a shop and a shipyard 
at Leavenworth, Kans., and continued building barges and towboats 
for the river. We build structural-steel bridges, buildings, all types 
eof heavy structural-steel fabrication in our shop, as well as our 
shipyard. 

During the war we built about 400 landing craft at Leavenworth, 
and, as I say, 175 LST’s at Evansville. 

I have to refer to my notes here, if you will excuse me. 

Senator Frrcuson. Are you still operating ? 

Mr. Oxiver. We are still operating. 








4 NAVY PROCUREMENT OF TUGBOATS 


Senator Fercuson. How many tugs had you contracted for? 

Mr. Outver. We contracted for 28 of the harbor tugs, and 14 of the 
passenger-cargo vessels. 

Senator Ferguson. And how many have you completed ? 

Mr. Outver. We have completed—Mr. Brown, if you will give the 
Senator the status of the contract—— 

Mr. Brown. We have one harbor tug delivered at Charleston. We 
have 4 en route to Charleston that was this morning at Carrabelle, 
Mla., or last evening. We had 4 the night before last that were at 
Booneville, Mo., on the Missouri River, on the way to delivery at 
New Orleans. We have an additional 4 vessels completed and ac- 
cepted by the Navy at Leavenworth. In other words, they are ready 
for delivery. 

We have 3 more vessels in the water. There will be one launched 
either Thursday or Friday of this week, and those vessels will be 
ready for delivery in approximately 3 weeks. Others will come off, 
so that every 4 weeks we will have 4 vessels ready for delivery. 

Senator Fercuson. When was your first delivery to be? 

Mr. Brown. To be? 

Senator Frercuson. Yes. When did the contract call for it? 

Mr. Brown. I believe, sir, it was June of 1952. 

Senator Frereuson. 1952? 

Mr. Outver. Yes, sir. 

Mr. Brown. Yes, sir. 

Senator Fercuson. So you are 23 months behind on your deliveries ? 

Mr. Brown. That first vessel, sir, was delivered on the 26th of 
January 1954. 

Senator Ferguson. You were 18 months behind in delivery. 

Mr. Brown. Yes, sir, possibly. 

Mr. Outver. That is right. 

Mr. Srurtrs. When were all of the 28 due to have been completed 
under the original contract, Mr. Oliver ? 

Mr. Oxrver. In the fall of 1952; late in the fall of 1952. 

Mr. Srutts. Do you project now that you will have it completed in 
the fall of 1954? 

Mr. Outver. That is right. 

Senator Frereuson. So you are 2 years behind ? 

Mr. Outver. Yes, sir. 

Senator Frereuson. All right. Go ahead. 

Mr. Oxtver. Now, I will run through this as briefly as I can. 

We were invited to bid early in 1951, I think January, or at least 
advised that we would be invited to bid. We prepared a bid on both 
vessels, submitted it, and were called to Washington to negotiate. The 
negotiations resulted in a much lower price than we had anticipated, 
but we still felt that it was satisfactory, and still do, for the plans 
and specifications and the information that was available from the 
negotiator and from the Government at the time that we prepared the 
bid. In other words, based upon those bidding plans and specifications. 

We arranged for conservative financing. A bond was required, 
and that became a sort of test case, and we had quite a bit of trouble 
there, because there seemed to be a fight between the bonding com- 
panies and the Navy as to whether a bond was required, and whether 
they wanted to put out the effort to investigate the contractor and 
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then be told, “Well, no bond is required,” and not be allowed to fur- 
nish a bond after they had investigated. 

So there was quite a bit of time consumed there. But we did get 
bond. 

We arranged for a $1 million “V” loan, 8 banks furnishing the 
money, the First National in Kansas City and the Boatmen’s in St. 
Louis, along with 3 Leavenworth banks, a Johnson County bank, and 

. Topeka bank, all of them cooperating to commit $1 million to our 
sob in the event that we ne eded to borrow it. 

Both contracts were scheduled for completion in 1952, and we shall 
complete in 1954, as Mr. Brown said. 

The history of this whole thing has been one of frustration and in- 
terferences and costly procedures to the contractor. 

Senator Frreuson. Will you explain in detail what the trouble 
was? 

Mr. Ouiver. We took this job on the assumption that with 28 tugs, 
14 passenger-cargo vessels, that we could make a production job out ‘of 
it. We arranged our plant, we did a lot engineering. Four of our 
main officers, our principal officers, are engineers, all of them with 
shipbuilding experience. We arranged this thing so that we could 
get the best out of our plant, and where we lacked the equipment, we 
provided that equipment, one item being a 30-ton gantry crane that 
runs the length of our yard. 

We were able to complete 12 to 14 vessels on land before we ever put 
them in the water, so that there are only about 2 weeks necessary after 
we launch a vessel to its final completion, 5 weeks easy, final paint, 
equipped, and ready to leave. 

So we arranged our engineering plant just for this job. 

Senator Ferauson. What was the total cost ¢ 

Mr. Ouiver. Of rearranging the plant? 

Senator Ferguson. No; oftheships. What was your contract for? 

Mr. Oxtver. The approximately total was $7,500,000, estimated, in- 
cluding centrally procured material. However, the centrally pro- 
cured material has not run up to expectations on that. 

Senator Frreuson. How much was the contract for each tug? 

Mr. Oxtver. $101,000 delivered to Charleston ; $99,000 delivered to 
New Orleans. 

Senator Fereuson. That is $2,000 difference ? 

Mr. Oxriver. Yes,sir. At the time we took this contract 

Senator Frercuson. And what were the other vessels? How much? 

Mr. Ouiver. The other vessels 

Mr. Brown. $67,000. 

Mr. Oxtver. Mr. Brown says $67,000. We have to get our notes to- 
gether here. I thought it was $65,500 for the passenger-cargoes. 

Senator Fereuson. That is what you think it was. I will let you 
correct it in the record. 

Mr. Ottver. I will check that. 

Mr. Forsyrue. Is that your price, $101,000 and $65,000? Was that 
your bid ¢ 

Mr. Ouiver. That was our price, not including centrally procured 
material. 

Mr. Forsyrue. Is that what you bid on the contract ? 

Mr. Oxtver. No. We bid much more than that, but in the nego- 
tiations that were 
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Senator Frrauson. That was the contract price finally negotiated ? 

Mr. Oxtver. That was the contract price, yes, sir. 

Senator Frercuson. What was your bid? 

Mr. Oxtver. Our bid? Excuse me. Our bid was approximately 

$108,000 delivered at Charleston for the tugs and $69,000 or $70,000 
for the others. 

Senator Frrcuson. So they negotiated you from $108,000 to 
$101,000 7 ‘ ' ; 

Mr. Ouitver. That is right. 

Senator Frreuson. $7,000? 

Mr. Ouiver. That is right. 

Senator Frrcuson. First, was this a competitive bid with some- 
body else ¢ 

Mr. .Otrver. It was, as we understood it, a competitive bid with 
the thought that we would then be brought to Washington for fur- 
ther negotiations. 

Senator Frreuson. You knew it was to be negotiated ? 

Mr. Outver. Yes, sir. That was made plain, sir. 

Senator Frreuson. All right. Who furnished the plans and speci- 
fications? The Navy? 

Mr. Ontver. Well, of course—yes, the Navy furnished them with 
their invitation to bid. As to just who yrepared them, I 
Senator Fercuson. ae I meant the Navy furnished the plans? 

Mr. Otrver. Yes, si 

Senator Frercuson. T hey did not ask your designers to draw up the 
plans and specifications ? 

Mr. Ottver. No, sir. We were told that we would be furnished, 
in the specifications and invitation to bid—we would be furnished 
complete working drawings. 

Senator Ferevson. All right. And did you have those before you 
bid? 

Mr. Ottver. No, sit 

Senator Frrauson. How could you bid, then ? 

Mr. Ottver. Well, we had to use the specifications and the bidding 
plans which were prepared and use our own judgment, of course, to 
interpret those specifications. 

Senator Fercuson. How can you build either a tugboat or a house 
let us do a little comparing here—without plans or specifications ? 

Mr. Ottver. We had plans and specifications, but they weren’t com- 
plete working drawings. Now, we don’t ordinarily in the shipbuild- 
ing business have complete detailed working drawings before we bid. 
There are certain things that are customary, and the thing that 
directed us in this was that they should be built in accordance with 
commercial practice, ABS rules, which establish a fairly complete 
picture. 

Senator Fereuson. All right. That does make the complete plans, 
then. 

Now, what happened ? 

Mr. Oxtver. We were told, for instance, that we would have com- 
plete working drawings in the very near future, and one schedule that 
we—well, now, you must remember that we have two contracts. We 
elected to build the passenger-cargo vessels first because we felt those 
plans were further along and had a better chance of being completed 
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sarlier, and we could get those started and then after we got them all 
started we could come along with the tug vessels, because we had 
plenty of room and capacity to carry on both programs. 

Senator Frrcuson. Did you complete them, the cargo-passenger 
vessels ? 

Mr. Outver. Oh, yes. They have been completed and delivered. I 
just want to point out, though, that when we speak of the Missouri 
Valley Steel, Inc., we had 2 contracts instead of just the 1 contract. 

Senator Frercuson. Yes. 

Mr. Outver. Those things, of course, influence each other somewhat. 

Mr. Stutts. When did you have finally completed plans, Mr. Oliver, 
working plans? 

Mr. Oxiver. Speaking of the tugs ? 

Mr. Srutts. The tugs. 

Mr. Ontver. I would say that we don’t have them complete yet. 

Mr. Sruurs. You don’t have them complete yel é 

Mr. Outver. We don’t have them complete. There are still re- 
visions in the plans coming in in every mail. 

Mr. Sruurs. Are they major or relatively minor changes ? 

Mr. Oniver. Well, I would say they were minor, the plans were 
frozen, I believe, on June 30 last year. But up to that time there 
was a continuing and continuous flow of changes, holdups, inter- 
ferences, and general confusion that prevented our prosecuting the 
job in an orderly production manner. 

Senator Henprickson. What was the nature of the interference 
that you speak of, Mr. Oliver ¢ 

Mr. Ouiver. Mr. Brown, would you just answer a few of those for 
me? I can answer a lot of them. Mr. Brown is just a little more 
familiar with this end. 

Senator Gitterte. What is Mr. Brown’s official position with the 
company ¢ 

Mr. Outver. Mr. Brown is secretary of the company and is also in 
direct charge of this project, as project manager. 

Mr. Brown. So much of our interferences, for example, were due 
to perhaps a piece of ventilation and a piece of pipe supposedly 
occupying the same place on the drawing. Now, I have made plans, 
and I realize that it a hard thing to do, to organize drawings so 
that you don’t have interferences. But we had so many. This engine 
room on this tug has so much equipment in it and such a small amount 
of space available, in order to get the equipment in there, one of the 
things—instead of being able to prefabricate and assemble this stuff 
prior to installation on our first number of vessels, it was necessary 
that we go down and build each piece of equipment in place. 

Another thing that hurt us was the fact that the first vessels that 
were built in another shipyard, that were launched prior to our 
launching—as a matter of fact, to be honest about it, we were not 
ready to launch—we didn’t have all the equipment in the vessel, but 
it was determined that the vessels as designed had:a list in them, and 
it was necessary to rearrange a considerable amount of equipment. 
Those interferences didn’t hurt us, but we had a tremendous holdup, 
a delay. We had air-starting bottles to move from one side of the 
vessel to the other. We had a 5-inch bilge suction line to move from 
one section to the other. We had Co, bottles to change. 
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The switchboard foundation had to be changed. That was on a 
change order. But there was a delay there of approximately 5 months 
from the time we were given the holdup until we received the final 
plan. 

Senator Grutetre. Mr. Chairman, may I ask two or three questions 
here ¢ 

Senator Fereuson. Yes, sir. 

Senator Gitterre. I am having difficulty in getting this basic ques- 
tion. 

In the first place, you were invited to bid competitively on the con- 
struction of these vessels; is that true? 

Mr. Brown. Yes, sir. 

Senator GitteTTe. In 19464 

Mr. OLIVER. 1951, sir. 

Senator Gitterre. All right. 1951. Did you understand that those 
were to be competitive bids at that time? 

Mr. Brown, Yes, sir. 

Mr. Outver. Yes, sir. We understood that they were to be competi- 
tive bids, but that the lowest bidders would be called into Washington 
for negotiations. 

Senator Gitterre. Then you were called into Washington ? 

Mr. Ottver. Yes, sir. 

Senator Gu.terre. For a negotiated contract ? 

Mr. Outver. Yes, sir. At the time we really didn’t know what nego- 
tiations would consist of, since we had bid on the vessels competitively. 
Senator Gmerre. When did you get a contract and where is it? 

Mr. Oxtver. The contract was fin: ally let-—we had a letter of intent, 
I think it was, June 30. 

Mr. Brown. That is right. 

Senator Gmutetre. Do you havea contract with the Navy ? 

Mr. Outver. Oh, yes. 

Senator Guerre. A written contract? 

Mr. Oxtver. Yes, sir. 

Senator Giutetre. These two contracts ? 

Mr. Ottver. Yes, sir. 

Senator Giterrr. Where are they ? 

Mr. Ontver. I didn’t bring them with me, sir. 

Mr. Srvutts. We have copies of them. 

Senator Gitterre. Counsel says that we have a copy in the files of 
the committee. 

Mr. Outver. Qh, yes. 

Senator GitteTre. Does that contract permit the Navy to make 
changes from time to time during construction ? 

Mr. Oxtver. Oh, yes. 

Senator Gruterre. And how far may they go? 

Mr. Oxtver. That is not specifically stated. The changes are pro- 
vided for in the terms of the contract, and changes or change orders, 
and payment therefor is provided for in the contract. 

Senator Giierre. Then there is a provision in the contract that 
if the specifications are changed during construction, any additional 
cost shall be taken care of ? 

Mr. Outver. That is right, sir. 

Mr. Brown. Yes, sir. 
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Senator Giiterre. Then when you entered into the contract you 
knew that changes could be made from time to time? 

Mr. Oxtver. That is right, sir. 

Senator Gitterre. Now, what are you complaining about ¢ 

Mr. Ouiver. All right, sir. Now, the thing is that not by any 
stretch of the imagination could anyone conceive of the number of 
continuing changes that have occurred and the fact that we might get 
a plan for the location of the searchlight first, and the basic bilge pipe 
6 or 8 or 10 months later, and then the changes would come in on those, 
and we were trying to get a production job going. We did not and 
could not complete the contract or prosecute the contract with any 
semblance of continuity for use of production methods or use of our 
jigs—our jigs alone, we set up a very elaborate set of jigs—so that 
we could get a production line up. 

Senator Gitterre. And that affected it very definitely as to time? 

Mr. Outver. And cost. 

Senator Gitterre. What steps were taken to assess the cost of these 
changes ¢ 

Mr. Ottver. When a change order was issued finally—first there 
was an inclination to treat these changes as developments under the 
contract. Later the changes were issued and we adjudicated a cost 
on these changes. We would say that a change order involving a 
change in piping, additional piping, or a change in lines, or a change 
in the details of the vessel which we said would cost so much, we were 
adjudicated until ordinarily if we received 60 percent of what we 
said, it became a sort of pattern, we thought, less, always at a lesser 
amount, almost always at a lesser amount than we had asked for the 
changes, which did not include any allowance for the fact that when 
I take this gang off of a job and put them on another job to which 
they are not accustomed, my costs go up on the other job. Later on 
I have to put both gangs back into this job to catch up in its position 
in the line. There is too much confusion. There is no room to work. 

In this engineroom, a man really requires a crash helmet to walk 
around in it. He gets his head knocked right and left. Now, you 
can’t put several gangs in there and get production as we had con- 
templated, and we had set this line up so that we could go from this 
vessel to the next vessel to the next vessel in an orderly manner, one 
gang knowing its job and processing along the line. And that is the 
thing that we could not get started until as late as last fall in the 
construction of these vessels. 

Senator Gititerre. Did you protest these changes that required such 
different use of your labor? 

Mr. Ottver. Yes, sir; from time to time, in letters that we have 
written. 

Senator Giuzerre. Effectively or ineffectively, did you protest? 

Mr. Otrver. Well, let us say this, that we had some luck, but we 
weren't able to solve the problem that seemed to be continuing, where 
there were so many agencies involved. 

May I just say this? These vessels as we understand them are built 
for the Navy for the Army’s account subject to the Army’s specifica- 
tions, designed by a private design agent, and the plans and specifica- 
tions are subject to United States Coast Guard, United States Bureau 
of Public Health, and the American Bureau of Shipping inspection 
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and approval. Now, when you get that many agencies involved, it is 
just impossible to get an orderly procedure. 

Senator Gituetre. You knew all of that when you bid, did you 
not, when you entered into your contract ¢ 

Mr. Oniver. No, sir. We have built vessels for the Navy during 
the war. We had one agency to deal with. It was a cost-plus ‘ob 
for the first group. Costs were established, and from then on we bid 
a fixed-price contract. We made changes as required. We got the 
vessels out in fast time and it just didn’t involve this confusion, where 
only one agency was involved in revisions. 

May I take just a minute or two more to run through this? 

Mr. Forysrur. Mr. Oliver, before you get into that, there are some 
basic questions that Senator Hendrickson wants to refer to, so that 
we will get this straight. 

aeaanee Henprickson. Did you make alternate bids? 

Mr. Outver. Yes, sir. We made an alternate, including an escala- 
tion clause. 

Senator Henpricxson, Will you explain that escalation-clause pro- 
vision ¢ 

Mr. Ortver. I wish I could refresh my memory on that. However, 
if lamw rong. Mr. Brown will correct me. 

This escalation involved wage rates, material costs, I believe, and 
possibly freight rates. I can’t be sure about those. And I don’t know 
exactly what our bid amounted to under that escalation clause. 

Senator Henprickxson. A bid with an escalation provision would 
be to your advantage, would it not ? 

Mr. Orrver. I think it would; yes, sir. 

Senator Henprickson. Did you ever have the advantage of an 

scalation provision ¢ 

Mr. Outver. No, sir. As we entered, we were advised that we could 
disregard the bid that we had placed, including escalation. 

Senator Henprickson. You were to disregard it? 

Mr. Otrver. Disregard it. They were not considering that bid at 
all. 

Senator Henprickson. That is, after the lowest price had been 
negotiated ? 

Mr. Ortver. No. That was when we came in to negotiate the matter. 

Senator Henprickson. I see. 

Mr. ForsytHr. So you did not negotiate on the escalation at all? 

Mr. Ontver. Not at all. 

Senator Henpricxson. You never had the benefit of that at all? 

Mr. Oxtver. No, sir. 

Mr. Forsyrne. Was your final price in the contract nearer to the 
bid that you handed in on the escalation bid or nearer to the fixed- 
price bid that you entered into? 

Mr. Ottver. It was nearer to it, but I don’t recall—— 

Mr. Forsytue. Nearer to what? 

Mr. Ortver. The escalation bid. 

Mr. Forsyrue. In other words, in negotiation you came down 
closer to the escalation bid that you had sent in? 

Mr. Outver. That is right. 

Mr. Forsytue. And you still got the fixed-price contract? 

Mr. Onrtver. That is right. 
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Mr. Forsy rue. With no escalation clauses ¢ 

Mr. Oniver. That is right. In fact, it was below the bid ene 
escalation, as I recall. The fixed price that we were finally allowec 
was below the 

Senator Henprickson. Did the Navy Department ever tell you that 
someone else was lower, and that you would have to come down in 
your bid? 

Mr. Outver. Yes, sir. 

Senator Henprickson. Explain that, will you, for the record, 

Mr. Oniver. We had a bid—one of the first things that they told 
ns was, “You are too high. We have lower bids. You will have to 
reduce your bid.’ 

Senator Henpricxson. Were these tugs that you built commercial- 
type tugs‘ 

Mr. Ottver. I would say they are more elaborate and contain more 
equipment than a commercial tug would contain. 

Senator Henpricxson. Then they would be a custom-built tug, 
would they not ? 

Mr. Ouiver. These were built on a custom basis, yes, sir. 

Senator Henpricxson. Did you know that when you made the bid? 

Mr. Ottver. No, sir. 

Senator Henprickson. So that your understanding when your bid 
was negotiated was that you were building a commercial-type tug ¢ 

Mr. Oniver. That is right, sir. We were building a tug—let us say 
we were building a tug in general agreement with the plans and speci- 
fications furnished at the time in accordance with ABS rules, which 
makes it a commercial tug, really, and that the inspection and the con- 
struction would be in accordance with ABS, or commercial practice. 

One other statement I would like to make here is—— 

Senator Henprickson. Before you go on with the other statement 
for the record, would you tell the committee what you mean by “ABS?” 

Mr. Oxtver. American Bureau of Shipping. 

Senator Henpricxson. That is what I thought. 

Mr. Outver. American Bureau of Shipping, an organization that 
sets up rules of construction which include the on practices from an 
insurance and satisfactory operation standpoint. I don’t believe that 
the ABS rules are specifically applicable to the harbor tugs, but they 
were used as a general yardstick, I suppose. 

Senator Henpricxson. Now, then, Mr. Oliver, you were about to 
make another statement. I interrupted you. 

Mr. Oxtver. I wanted to say that the tug that we have finally built is 
not the tug that we bid on, does not include the same engine—of course, 
the engines were not established positively before the bidding, but it 
was indicated that the resemblance to the tug that we bid on stops 
with the outside profile. In appearance it is the same tug. In actual 
construction it is a much different and much more elaborate tug than 
was contemplated at the time we placed our bid. 

Mr. Srutrs. So your hull and your superstructure are pretty similar, 
and all your pr oblems were in the fittings ? 

Mr. Oxtver. That is right, sir. The hull and superstructure present 
no bm eens problems. If you change the lines a little there would 
probably be a change order to cover anything that might be changed 
there, and it would present no problems as long as you didn’t have a 
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lot of prefabrication done and had to hold up and wait on this hull 
and wait on that hull, because in a line of that type we prefabricate all 
of our work that we could possibly prefabricate under cover of our 
shop and transported that in large sections to the shipyard, and 
assembled it at the shipyard, and, as I say, a multiple position setup 
that allowed us under favorable circumstances to complete the vessels 
to within 2 or 3 weeks of final completion on land before it was 
launched. 

I will just finish this. I want to point out that our plant was occu- 
pied for 314 years instead of 144 years. As the Senator pointed out a 
minute ago, we are late 18 to 24 months on our delivery, through no 
fault of ours, because we didn’t have the working drawings that would 
allow us to make completion. 

Mr. Sruvrs. Can you present a claim for the overhead that now is 
running 24 months late? I assume that is a rather substantial cost. 

Mr. Oxiver. That is right, sir. However, in presenting a claim to 
the Navy we must present it in the form that is acceptable to them. 

Senator Frrauson. What do you mean by that? 

Mr. Oxtver. I mean that we were advised that a claim based upon 
overhead was not an acceptable claim to the Navy, because that was 
something that they could not tie down specifically. Therefore, since 
they could not tie it down specifically, there would be no possibility 
for them to make a payment on a claim of that type. 

Senator Giuterre. Is there a penalty clause in the contract for 
failure to deliver on a delivery date ? 

Mr. Oxtver. No, sir; no penalty clause. 

Senator Frreuson. Is a tugboat a complicated vessel ? 

Mr. Oxtver. Ordinarily a tugboat—it is a complicated piece of 
equipment, but I would say—— 

Senator Frreuson. Has it been standardized ? 

Mr. Oxrver. No, I don’t think that you can say that in any tugboat 
the details can be standardized. However, the equipment is essen- 
tially the same on tugboats of that type, so similar that it presents no 
peeeaes to a shipy ard where the men are competent and experienced 

t all, and the management. 

Senator Fereuson. Did they get a prototype on this thing? 

Mr. Oxtver. A prototype was built, as I understand it. Naw, there 
are some of these things that are hearsay. This is one of them. A 
prototype was built by Jakobsen, in New York. It contained, I be- 
lieve, a Caterpillar engine. It was built complete, and we suppose 
it was to be used as a prototype for these vessels. 

Senator Ferguson. When was it completed ? 

Mr. Outver. Sometime prior to the letting of the contract. I don’t 
know. 

Senator Henprickson. That would be prior to 1951? 

Mr. Outver. Well, prior to June of 1951. 

Mr. Sruirs. You are not sure, because you never saw it? 

Mr. Oxtver. I never saw it; no, sir. 

Mr. Srutrs. I would just like to interject there that the staff of 
the committee has found that the prototype, so-called, was not com- 
oletely finished until November 1951, and it had either a 400- or 450- 
Lebnalonek Caterpillar engine in it, rather than a 600-horsepower 
General Motors or Atlas, so that the usual sense of the word “pro- 
totype” here did not obtain, I suppose. 
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Mr. Oxtver. It certainly must not have. 

Senator Frrauson. Why didn’t you see it before you bid 4 

Mr. Oxiver. Sir / 

Senator Frreuson. Why didn’t you see it before you bid? How 
could you afford to bid? 

Mr. Ortver. We weren’t advised of the prototype at that time. 

Senator Fercuson. You were not even advised about it? 

Mr. Oxtver. No, sir. 

Senator Ferguson. When did you learn about it? 

Mr. Ontver. That I can’t tell you exactly. I just know that we 
learned later that there was a prototype. 

Senator Fereuson. When was it that you heard of it? 

Mr. Ouiver. I would say during the summer sometime, but I don’t 
recall. 

Senator Frreuson. After you had bid ? 

Mr. Oxtver. Yes, sir. 

Mr. Srurts. After you had gotten the contract ? 

Mr. Outver. Yes, sir. 

Senator Frereuson. All right. Now, have you seen the prototype 
since ¢ 

Mr. Otutver. No, sir. 

Let me point out that there would be no point to seeing that vessel, 
because it doesn’t include the equipment. It doesn’t remotely re- 
semble the vessel that we are building. 

Senator Frreuson. Then how could it be considered a prototype ? 

Mr. Otrver. Well—— 

Senator Frerauson. Wasn’t it built for that purpose? 

Mr. Oxtver. We understand that it was. Remember that I haven’t 
seen it, and all that I have to say about it is hearsay, because we have 
never been introduced to the prototype, so to speak, and we know that 
the present design was developed as we went along, as we built each 
tug. 

Mr. Forsyrue. Mr. Oliver, during your negotiations with the Navy 
and with your building of the contract, was the prototype made an 
issue ? 

Mr. Outver. No, sir. 

Mr. Forsyrne. Were you ever told that there was a prototype of 
this vessel and that you should see it or that it was available? a 
did you get a chance to use a prototype as you would ordinarily use ¢ 
prototype ? 

Mr. Otiver. Absolutely not. 

Mr. Forsyrue. You did not? 

Mr. Otrver. No, sir. 

Mr. Brown. No, sir. 

Mr. Forsyrue. So you are telling us that you heard about 1t im some 
unofficial manner ? 

Mr. Ourver. That is right. 

Mr. Forsyrue. And not from any responsible party ? 

Mr. Outver. That is right. 

Now, if I may, I will just finish this and get it off my chest. 

Mr. Srvtts. Were you about to talk more about your problems in 
construction ? 

Mr. Outver. Yes. I was going to—— 
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Mr. Sruurs. I just wondered this: The committee has questioned 
you more on your getting the contract, and I wondered if at that time 
any questions were r aised as to your financial ability, your technical 
competency, so far as you know. Did the Navy inspectors come out 
to your yard ? 

Mr. Ouiver. Yes, sir. We had investigations of our yard prior to 
the letting of the contract, I —_ ‘ve, during the preparation of our bid. 
I can’t give you the exact date, but certs ainly, prior to the letting of the 
bid, we had investigation as to our plant setup, our ability, our organi- 
zation, and our experience, and our financial setup. 

Mr. Sruurs. Did they indicate that you did not seem to be competent 
inany way? Did they ask you to get up more funds? Did they fig- 
ure that you were on the ragged edge? 

Mr. Oxtver. No, sir. That was, ran course, one of the concerns of 
the bonding company more than the Navy, and it was at the bonding 
company’s instance that we prepared a conservative commitment that 
would cover any possible borrowings that we might need. 

Mr. Sruurs. So you had a performance bond 4 

Mr. Ouiver. Yes. 

Mr. Forsyrne. At that time, was any question raised when they 
inspected you financially, or your fac ilities—was any question raised 
by anybody concerning an inadequate bookkeeping system, or an 
accounting system ¢ 

Mr. Otiver. No, sir. And let me say this—— 

Mr. Forsyrne. Has anybody raised that question since 4 

Mr. Ourver. Yes. There have been criticisms, which I am glad to 
answer, any time someone criticizes our bookkeeping, because I believe 
I have as good a set of costs on these vessels, and have a continuing 
set, that presents my position financially each week, as closely as any- 
one could do without a very elaborate organization that is not ordi- 
narily kept under the circumstances. 

Mr. Forsyrne. But at the time, before you got the contract, no ques- 
tion was raised that you had a poor set of books or an inadequate book- 
keeping system and that you might have trouble keeping your ac- 
counts ¢ 

Mr. Ouiver. No, sir. 

Mr. Forsyrue. Did the bonding company ever raise that issue with 
you ¢ 

Mr. Outver. No, sir. I might point out that our firm of auditors is 
Ernst & Ernst. 

Mr. Forsyrue- Ernst & Ernst ? 

Mr. Outver. Yes, sir. And we have used their advice, and called 
them in to criticize, to help us set it up, and to aid us in anyway that 
would get us costs that we could depend upon. 

Mr. Forsyrur. Have you received any criticism of Ernst & Ernst 
as an accounting firm ¢ 

Mr. Oxtver. No, sir. 

Mr. Forsyrue (continuing). In your negotiations? 

Mr. Oxuiver. No, sir, 1 think not. They are a nationally known firm 
and have a good reputation. { 

Mr. Forsyrue. That isall I have at the moment. 

Mr. Srurrs. Why don’t you proceed, then, on your problems in con- 
structing these ships, Mr. Oliver ? 

Mr. Oxutver. All right, sir. 
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Mr. Brown and I, being two of the principal officers of the company, 
have spent an ever-increasing amount of our time preparing change 
orders, preparing a claim for delays, attempting to clear the road so 
that we would be in orderly production, and adjudicating change or- 
ders. 

Now, we know that a certain amount of this was necessary. We as- 
sumed that it was. And certainly we are going to do all that we can 
that is necessary. But it seems to us out of proportion to the work 
that we are doing. 

Ours is a small organization. We are all actively engaged in man- 
agement and supervision. Our general office is right at our shop. We 
have cars with which we mee ‘p in contact all the time with the oper: 
tions in both places, and we are not a separate general office from the 
plant and shipyard, as many firms are. We are actively engaged in 
the construction of these vessels. 

So it takes our time away, of course, from those things. However, 
we have a competent crew of men who, by the way, worked on these 
vessels that we built during the war, and as foremen, superintendents, 
leadmen and skilled labor. We did have to run a school for welders to 
develop additional welders, because at the time we finally got plans 
that we could go ahead on with a considerable amount of work, the 
construction industry was booming around there, and there was a lot of 
development around Kansas City which took our supply of welders, 
which we had developed during the war. There were a great many of 
them around in Leavenworth. It is a town where they own their own 
homes and they live there. It is not a transient bunch of skilled labor. 

But they had become involved in defense plants and that sort of 
thing around there that were going up. So we trained our own men. 
We usually trained about 10 men to get 2 or 3. But we had a school 
going all the time to train additional welders. The rest of our crew 
was generally experienced from the war and the work that we had 
done in building boats and towbarges and towboats after the war. 

We have succeeded in continuing operations in spite of these frus- 
trations, and our position, we feel, differs possibly from some of the 
other yards, for three main reasons, in that we did have conservative 
financing, administered by our bank, and although he never stepped 
over the line an inch, he saw our problems and he helped us wherever 
he could. 

Another thing, we were able to continue our commercial work to 
such a volume that we could jerk men off the commercial work, put 
them back on the Navy work, take them off the Navy work, put them 
back on the Navy work, and so on, but that increased our costs on our 
commercial work as well as our costs on the Navy work. You just 
ean’t interrupt production that way, because the men themselves 
pretty soon wonder whether we know what we are doing or anybody 
else that has charge of the work. 

Mr. Srutts. On the other hand, if you had not had that ability to 
switch, you would have had to lay them idle; is that not right ? 

Mr. Otrver. Yes,sir. And if we had not had that ability to switch, 
we would have been unable to continue as early as a year and a half 
ago. 

Mr. Struts. So you would have been in the same situation as the 
three who have already suspended ? 
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Mr. Otiver. That is right, except for one main difference that we 
feel that we have been very fortunate in enjoying. We have had the 
cooperation to an extreme extent of our supervisor of shipbuilding 
in Chicago, and his men, Captain Anderson and Captain Vangeli in 
Washington, and Captain Agens in Chicago, to the extent that they 
accepted our problems as theirs. 

Senator GituerTr. Are they employees of the Navy Bureau of 
Ships ¢ 

Mr. Outver. Yes, sir. Without the friendly attitude and without 
the—we felt that Captain Agens and his crew were doing everything 
within their power. 

Mr. Strutrs. Was it within their power to process change orders? 

Mr. Ottver. I don’t know too much about the operation of the 
Bureau of Ships above our local level, for that matter. But it is our 
understanding that change orders may be adjudicated at the super- 
visor of ships’ office in Chicago, that any other aid must come from 
the Bureau of Ships in Washington. 

Senator Fereuson. Mr. Oliver, when you first ran into these snags, 
you knew how much money you were getting for these change orders, 
did you not ¢ 

Mr. Otrver. No, sir. Our first change order was adjudicated, I 
would say, many months after it was first sent. 

Senator Frrcuson. You mean, then, that they would give you a 
change, and you hadn’t any idea what you were going to get for it? 

Mr. Otrver. No, sir. That was one of the stipulations i in the con- 
tract, that we were to continue operations, that at a later date the 
claim would be made by us and would be adjudicated mutually—— 

Senator Frercuson. Now “mutually”? 

Mr. Ottver. Yes, sir. 

Senator Frereuson. When the first change order came up, how many 
months after that did you make the change to get the price fixed ? 

Mr. Outver. You are calling for a specific instance that I can’t give. 
Can you, Mr. Brown ? 

Mr. Brown. No. 

Mr. Outver. Let me say this, that I am going to have to answer that 
generally. We find on the passenger-cargo vessels first—we find 
change orders for, I would say, as high as a year or more before we 
found out—the job was done many times before we found out what 
we were going to get for it. We had presented the claim. 

Senator Frreuson. You mean the cargo vessels were completed 
before you got any of them settled ? 

Mr. Ouiver. No. They were not completed. But the job had been 
going on for a year and 2 or 3 months before we got any. 

Senator Frreuson. Well, how long after you did the’ changes did 
you finally agree on price? As you say “mutually agree?” 

Mr. Outver. I am having to answer generally and say that it is 
from 6 to 10 months, and sometimes a year. 

Senator Frrcuson. Did you mutually agree on a price? 

Mr. Ottver. Yes, sir. 

Senator Frrcuson. What is the objection ? 

Mr. Outver. The only objection is this: It did not, specifically did 
not, include anything except the actual job of taking this piece out 
and putting this piece in. There was no allowance for the interrup- 
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tions, the confusion, and the extra cost that was occasioned by the 
holdups and change. 

Senator Frercuson. You say it was mutually agreed on. Why 
didn’t you include them ? 

Mr. Outver. On that basis, we were told not to. 

Senator Frreuson. Why didn’t you include them? And if that 
was not satisfactory, why didn’t you stop your contract? The Navy 
had breached it. Why didn’t you stop it? 

Mr. Otver. Possibly we were wrong, but we felt that we didn’t 
know what the final outcome of this thing was at that time. We can 
second-guess now and say that we should have done certain things. 
but at the time, we felt that our best interests and the best interests 
of the Navy was to continue on the word of the contract, that we 
should continue work. 

Senator Frereuson. Yes. But it says “mutually agree.” And you 
do mutually agree 

Mr. Otiver. We mutually agreed on that basis only, that we were 
not to include these other things, that they were to be the subject of 
u Claim for delays. 

Senator Frreuson. All right. 

Now, did you have any agreement with the Navy, or is it provided 
for in the contract, that this claim that you now have was to be 
mutually agreed upon later? Is there anything in the contract? Is 
- ‘re not a provision in the contract that no oral or verbal agreement 

‘an be made by any Navy officer ? 

Mr. Outver. Yes, sir. However, there is a provision in the contract, 
article 25 of our contract, I believe, which provides that in the event 
of delay in the Government’s furnishing of equipment, plans, or 
materials—I don’t know the exact wording—in the event of such 
delay, the Government shall not be held lable except that if such 
a thing happens, the contracting officer and the contractor will mu- 
tually agree upon a settlement for those claims for those damages. 

Senator Frereuson. Now, is that where your claim comes under, that 
25th prov ision ? 

Mr. Oxtver. Yes, sir. That is where we wanted to put it under. 
But it does not come under that, under our present advice. 

Senator Frreuson. Advice from whom ? 

Mr. Outver. From our supervisor of shipbuilding. In other words, 
I can’t speak for the supervisor of shipbuilding. All I can give you 
is our impression, our understanding, of what is transpiring. 

Senator Fercuson. Do you have a remedy in the Court of Claims 
for breach of contract ? 

Mr. Oxtver. I suppose we have. I hope it never gets that far. We 
don’t consider—we don’t know—we never brought legal advice into 
this, feeling that we could work our difficulties out with the super- 
visor of shipbuilding and his office. We felt that any time we had 
problems, they were his problems, and if we could settle those prob- 
lems on the supervisor of ships’ level and keep them out of Washing- 
ton, we wanted to do that, and we have continued to do that. We 
have not to this date employed legal counsel, and Mr. Brown and 
I have tried to present our case both ‘here and there—— 

Senator Fereuson. How much money do you think you have lost 
by virtue of this contract? 
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Mr. Oxtver. Our claim for delay, which we presented but did not, 
as I looked over it last night, did not address to the Chief of the Bureau 
of Ships, but addressed only to the Supervisor of Shipbuilding, was 
in the amount of $470,000, I believe. 

Mr. Sruurs. This was in addition to the change orders already ad- 
judicated and those not yet paid ¢ 

Mr. Oxtver. That is right; yes, sir. 

Senator Frercuson. How much are those changes that have been 
mutually agreed ¢ 

Mr. Oxtver. We have mutually agreed on $260,000. We have addi- 
tional claims that will be presented in the amount of—we don’t know 
exactly—but I would say between $200,000 and $300,000. 

Senator Henpricxson. They are unadjudicated claims you are 
referring to‘ 

Mr. Outver. Yes, sir. We have some of them pending and some of 
them have not been presented yet. 

Senator Frereuson. That is $1,030,000 that you claim? 

Mr. Ontver. $470,000 and $260,000 and—well, yes, if you use 
$300,000. 

Senator Fercuson. You had, in all, 28 vessels? 

Mr. OxIver. Sir? 

Senator Frercuson. How many vessels had you / 

Mr. OLIVER. 28; yes, sir. 

Senator Frereuson. 28. The increased cost, at $101,000, would buy 
10 vessels ? 

Mr. Outver. Yes, sit 

Senator Fereuson. That is better than 30 percent ? 

Mr. Ouiver. Yes, sir. 

Senator Fercuson. Would you say that the Navy in this contract 
was efficient ? 

Mr. Ottver. I am now placed on a spot. 

Let us say this, that I don’t know just what efficiency consists of in 
the Navy. 

Senator Fereuson. You don’t? [Laughter.] 

That is different ? 

Mr. Oxtver. Let me say this— 

Senator Fercuson. On a proposition like this, this is not a combat- 
type vessel. It was a business venture. Isn’t this in the nature of 
business?’ Would you consider that the way this was conducted on 
the part of the Navy, that this was efficient business management 
and contracting ? 

Mr. Oxtver. Let me say this again. There were so many agencies 
involved that if I were the Navy, I think I would have been confused, 
too. I don’t believe that the—— 

Senator Frercuson. How do you get all these agencies involved ? 
Why don’t we eliminate them? W hy don’t we get ‘down and do this 
as a business proposition? What is complicated about building these 
tugs‘ 

Mr. Ontver. Here again, this is my opinion, and hearsay, but if I 
recall, at the time these contracts were let, it was at the start of unifica- 
tion, and I don’t think that anybody wants to argue unification in here. 
But the unification came into being just before this. 

Senator Fercuson. What did that have to do with it? 
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Mr. Ontver. Because if the Navy were buying vessels—— 

Senator Frravson. We thought we were going to simplify things 
by unification. Now, what have we done? 

Mr. Ontver. As I say, I am not in a position to—— 

Senator Fercuson. We want to know. It is very important. If 
unification did this, we had better know about it. How could unifica- 
tion do this? 

Mr. Outver. No. Wait just a minute. This was in the transition 
period. | 

Senator Fereuson. Yes. But how could unification do this / 

Mr. Outver. When it involves that many agencies 

Senator Frreuson. How many agencies? 

Mr. Ontver. Well, the Army and the Navy, to start with—we built 
vessels for the Navy. 

Senator Frreuson. Why does the Army have to have tugs, do you 
know? Why does not the Navy operate these tugs in unific ‘ation 2 
Why does not the Navy say what kind of tug ought to go on the water 
instead of the Army? 

Mr. Ontver. You are certainly beyond my depth now. I am from 
Kansas. 

Senator Gitterre. Mr. Oliver, your contract was with the Navy, 
was it not? 

Mr. Ottver. Yes, sir. 

Senator Gitterre. These other organizations or interested parties, 
you did not deal with them in your contract, did you? 

(No response. ) 

Senator Gitterre. Are they referred to in your contract ? 

Mr. Outver. They are referred to in our contract; yes, sir. 

Senator Gruietre. In what way are they referred to? 

Mr. Ontver. That the plans shall be approved by and that the in- 
spection shall be subject to the American Bureau of Shipping, United 
States Coast Guard, and so forth. This is after we took the contract. 

Senator Gutterre. Yes. But in the contract itself, your contract is 
to build a certain number of boats at a certain price, on a certain de- 
livery date, to the United States Navy 

Mr. Ontver. That is right. 

Senator Gitterrr. Wherever they say, Charleston, or wherever 
vour delivery point is? 

Mr. Oxtver. That is right. 

Senator Grtterre. You did not deal—you have no contract with 
these other organizations? 

Mr. Outver. No, sir. They were brought into it—except for the 
Army, they were brought into it as the result of a change order, or 
an amendment, rather, to the contract. Excuse me. An amendment 
to the contract after the contract was let. 

Mr. Brown. May I say something, sir? Excuse me. 

Senator Fercuson. Yes. I wish you would clear it wp. 

Mr. Brown. There is one thing that I think may be of interest to 
you. It was to us. The Coast Guard that inspects our vessels is in 
St. Louis, the officer in charge of marine inspection, St. Louis. When 
we first got these contracts 

Senator Frreuson. Does your contract provide that you make a 
contract with the Navy, and that the Coast Guard shall inspect? Is 
that right ? 
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Mr. Brown. The amendment to the specifications does; yes, sir. 
Senator Fercuson. It provides that the Coast Guard shall inspect # 
Mr. Brown. Yes, sir. 

I think this will be of interest—it very definitely was to us—in 
that when we first asked the Coast Guard—when they were first called 
into it from our level at Leavenworth, their officers came up there and 
said, “We don’t have anything to do w this. These are Navy ves- 
sels. They are being bought by the Navy, and we do not inspect 
interservice vessels.” 

And it was quite some time, some weeks, before the information 
got to them at the St. Louis le vel that even though they were for the 
Armed Services, even though they were being bought by the Navy 
for the Army Transportation Corps, that they were to be inspected by 
the United States Coast Guard. I think that should be of interest, 
because it was to us. 

Ordinarily when the Navy buys a vessel, they buy it to their stand- 
ards—lI believe I am correct in that—their own rules and regulations, 
their own specifications. In this case, the commercial agencies were 
brought into it, and it was something new to them. It was strictly 
new to our Coast Guard officers in St. Louis, and it also was something 
new to our American Bureau of Shipping survey in St. Louis, to 
inspect a vessel being bought by the Government. And I think 
that was of interest to us, and I think it should be of interest to you 
gentlemen. 

Senator Henprickson. Excuse me. 

Senator Frercuson. But they are not construction people. How 
could they inspect ? 

Mr. Brown. Sir? 

Senator Frercuson. Just because an officer was in the Coast Guard, 

r the survey, if they never got really trained in shipbuilding, how 
net they inspect? Just because a man has a rank does not mean 
that he knows anything about shipbuilding, does it ? 

Mr. Brown. Well, sir, the Coast Guard has rules and regulations to 
which vessels must be built, and they have some very competent men. 

Senator Frreuson. You said that these people had never done this 
job before. 

Mr. Brown. I say, for the Navy. 

Mr. Oxtver. For the services. 

Senator Frereuson. But they do inspect ? 

Mr. Brown. Oh, yes. They do it for commercial things all the 
time, sir. We built a passenger vessel—— 

Senator Frrcuson. That is what I want to get at. 

Mr. Brown. Yes. They inspect vessels all the time. The American 
Bureau of Shipping inspects vessels all the time all over the world. 

Senator Frrcuson. Would you say that the construction was ex- 
iravagant, that money was wasted on design? Or is this just an 
ordinary commercial-type tug that could be used as a tug, or have we 
got a lot of specialties on it? Have we got everything special and 
out of standard ? 

(No response. ) 

Senator Henprickson. I believe Mr. Oliver testified that it was a 
custom-built tug. 

Senator Fereuson. I want to know how much custom. 
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Mr. Outver. If I may answer that for Mr. Brown, while he is think- 
ing, we don’t feel that the tugs themselves, that there is any unneces- 
sary equipment, that—— 

Senator Fercuson. You bid $108,000. 

Mr. Ouiver. One hundred, what? 

Senator Frereuson. $108,000 for a tug. 

Mr. Outver. Yes, sir. 

Senator Frreuson. Now we are up to $130,000. So we are adding 

$30,000, ora third toatug. Why do we add it? 

Mr. Outver. We contend that the cost to us was due to the confu- 
sion, the delays, the holdups, that prevented our doing this in an 
orderly manner. If the plans had been prepared, if a prototype had 
been built along with it, if plans complete enough to indicate just 
the vessel that was going to be built had been prepared to let the 
contract, then we could have bid and certainly had a better idea of 
what they had in mind, if they had this tug in mind. From the 
specific ations and the origina! bid plans, we do not believe that they 
had this tug in mind. Certainly you couldn’t have guessed it from 
the plans and specifications that we had. 

Senator Frereuson. All right. That would show that they built a 
different tug from the one they contracted to do. 

Mr. Brown. That is right. 

Mr. Ottver. That is our contention. 

Mr. Brown. Yes, sir. 

Senator Frerevuson. All right. Now, have they explained why? 

Mr. Ottver. I don’t believe—I haven’t come in contact with the 
people who are making the policy on this. We only bid 

Senator Fercuson. How much better is this tug that we have got 
today, the one you delivered down here, than the one you contrac ted to 
build? 

Mr. Brown. It is a better tug. 

Mr. Orrver. I believe that the tug really is no better than the one 
that we had contemplated at the time. 

Senator Frreuson. In other words, the one you contemplated 
would do the same work as the one you had? 

Mr. Brown. Yes, sir. 

Mr. Ottver. Yes, sir. The increase in cost, remember, is not neces- 
sarily due to additional equipment, but it is the delays, holdups, and 
confusion that resulted in designing a tug as we went along building 
28 of them. 

Senator Frereuson. All right; but you and I know that the fellow 
that pays the taxes, that pays for this tug, wants to know why he is 
paying 30 percent more than the tug is worth. He is getting now a 
tug for one-hundred-thirty -thousand- and-some-odd dollars instead of 
for $100,000. Now, who is going to be held responsible? These fel- 
lows in the Navy? 

Mr. Ontver. My own estimate of the situation is this—— 

Senator Frrcuson. The taxpayer is not to blame. 

Mr. Oxtver. My own estimate of the situation is this. These tugs 
were let at a time when Korea was a very live thing. There was an 
insistence for an early delivery, a rush job, and 

Senator Frreusen. Of course, you find that always. 

Mr. Oxtver. Well, it turned out that it did not turn out as a rush 
job. 
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Senator Frreuson. This was not let in June, was it? Was this con- 
tract let in June? Was it one of those, so that they wanted to be able 
to come to the Appropriations Committee and show that they have 
got the money contracted for / 

Mr. Oxiver. Well, a letter of contract intent 

Senator Fereuson. And then the next month they do not care when 
it is built ? 

Mr. Oxtver. Well, it was let in June, certainly, in that a letter of 
intent reached us in June. The contract was not signed until August. 

Senator Frreuson. A letter of intent is what ties up the money. 
Then they say that it was contracted for. 

Mr. Oxrver. But there was certs ainly no letdown in the pressure, as 

e had continual advices from the Navy that we had to hurry up and 
sieal this schedule, and one thing and another, and we planned to do 
it, because if we could have done it in 1 year, our costs would have been 
a portion of the costs that we had to have in using 8 years to do the 
same job. 

Senator Fercuson. Now, you are going to be 2 years behind. Why 
did not the Navy cancel your contract, if they needed these so badly % 

Mr. Oniver. I am sorry, but I cannot answer that, because I just 
don’t know. 

Senator Fereuson. Did they ever talk about canceling the contract ? 

Mr. Otxtver. No, sir 

Senator Frercuson. They never mentioned it? 

Mr. Outver. At least not to us. 

Senator Frreuson. I am just trying to get what took place here. 
They never came to you and said, “You fellows are not able to do this 
contract; now, we are going to cancel it on you”? 

Mr. Oniver. There would be no occasion to say that we were not 
able to do the contract. 

Senator Fereuson. Then what is all the delay? Here we are 2 
years late. 

Mr. Outver. Well, the delay was in getting plans and specifications 
approved by all of these agencies that were suitable and that were 
complete enough to build a vessel. 

Senator Frerevson. Now, you name the agencies. Name the agen- 
cies that had to be satisfied. Who are they? 

Mr. Outver. United States Coast Guard. 

Senator Frerevson. United States Coast Guard. 

Mr. Outver. American Bureau of Shipping. 

Senator Frreuson. American Bureau of Shipping. 

Mr. Oxtver. United States Bureau of Public Health. 

Senator Frrauson. The United States Bureau of Public Health. 

Mr. Oxrver. And the Army and the Navy. 

Senator Frreuson. And the Army and the Navy. 

Mr. Ortver. And the Signal Corps, incidentally, too. 

Senator Frrevson. The Signal Corps? 

Mr. Ottver. Yes, sir. I forgot that one; yes, sir. 

Senator Feravson. And the Signal Corps. 

All right. 

Senator Henprickson. Excuse me, Mr. Chairman. 

How did the Signal Corps fit into this picture ? 

Mr. Ortver. The radio interference of these different electrical com- 
ponents was their interest. 
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Senator Henprickson. I see. That was their only interest ‘ 

Mr. Otrver. Yes, sir. 

Senator Henprickxson. Did they make inspections / 

Mr. Brown. Yes, sir. They send a—— 

Senator Henprickson. All these military agencies, then, made in- 
spections, did they, of one kind or another? 

Mr. Brown. Yes, sir. 

Mr. Ottver. Yes, sir. 

Senator Henprickson. How many inspectors did the Coast Guard 
have at your plant ? 

Mr. Brown. Well, they are not there all of the time. There is an 
inspector in our yard every week, a Coast Guard inspector every week. 
There are five different men who come to our yard to make these 
weekly inspections. 

Senator GILLETTE. You mean once a week or continually during the 
week ? 

Mr. Brown. No; once a week, sir. 

Senator Gitetre. Once a week. 

Mr. Outver. It may not be the same man each week. That is what 
I mean, sir. But we have had five different inspectors from the Coast 
Guard. In other words, they shift their men around, and whoever is 
available comes to Leavenworth while somebody else does work in St. 
Louis, and that sort of thing. 

Senator Gituerre. I do not want to interrupt you. 

Senator Henprickson (presiding). Proceed. 

Senator Gitterre. I want to ask the question about this increased 
cost from $100,000 and something to $130,000 per unit. Was that 
increase due to the increased labor cost, due to delay, or the increased 
cost of material due to delay, or to the change in design that required 
additional labor and additional cost? 

Mr. Ontver. Partly, too; partly the change in design, which was 
presumably covered by our change orders, mutu: all y agreed upon, and 
to the increased labor cost which affected every angle of the produc 
tion, which has not been committed or settled. 

Senator Gittetre. That additional cost, then, is taken care of in this 
mutually agreed element or factor that entered into it ? 

Mr. Ottver. The mutual agreement on change-order costs covers 
plan changes or specification changes, and they cover the specific 
change, where you take this out and put something else in, and it is 
the work of doing just like that [snaps fingers] what is required to do 
that little operation. 

Senator GriteTre. That is the labor and the increased material due 
to the change of design ? 

Mr. Ontver. That is right; yes. Now, in addition to that, of course, 
is the disruption of the w vhole procedure, when you have to hold up on 
that boat, hold up on this piece of piping, hold up here and hold up 
there to wait for this, and then move a little here and move a little 
there in an attempt to get production. 

Senator Giuuerre. Mr. Oliver, is your complaint based principally 
on the fact that you cannot complete your contract because of these 
changes, so many of them, or perhaps capricious changes, or is your 
complaint due to the fact that you have not been compensated for 
changes that you were forced to make in the past ? 








24 NAVY PROCUREMENT OF TUGBOATS 


Mr. Outver. It is the first, Senator Gillette. 

Senator Gitterre. That you cannot complete your contract under 
its terms because of these changes ¢ 

Mr. Outver. Now, wait. We are completing our contract. We will 
complete our contract this summer. 

Senator Giterre. Then your claim is for additional compensation 
because of the changes that they forced on you under the terms of 
the contract ¢ 

Mr. Ouiver. Let me say this, please. Our claim is for additional 
compensation to cover the increased cost due to the delays and con- 
fusion and holdups. The actual cost of the change orders we will 
have, and I hope will continue to be able to adjudicate as increased 
costs covering a specific change in the design of the boat. 

Senator Guerre. You are expecting to complete your contract? 

Mr. Ontver. Oh, certainly. 

Senator Gitterre. Then this is just a question of compensation for 
damages that you have suffered for changes in the contract 4 

Mr. Oxtver. That is right, sir. 

Senator Gitterre. That is all, Mr. Chairman. 

Mr. Sruurs. If I may ask one thing 

Senator Henprickson. Proceed. 

Mr. Srunrs. You say that you have adjudicated $260,000 of change 
orders. Have you gotten 100 cents on the dollar of your submission, 
40 cents, or what sort of proportion ¢ 

Mr. Outver. As I said before, the average, I would say, would be 
about 60 percent. 

Mr. Struurs. About 60 percent. So that a change 

Mr. Oxtver. However, there were individual changes where they ac- 
cepted them, very small ones, usually, but individual changes where 
they accepted our estimate of it. 

Mr. Sruurs. So when you get a change order saying to take the 
pump pipe down to the bilge—is that right—from one side to the other 
side, that costs you X number of dollars which you could figure out 
yourself fairly close 

Mr. Outver. That is right, how many man-hours. 

Mr. Sturrs. And when you went to them, then, you were not able to 
get 100 cents on the dollar, even for such a pretty concrete thing? 

Mr. Ontver. No. But we recognize, in adjudicating—sometimes in 
these adjudications, we agreed, very frankly, because we had to agree. 
We were at that point where we needed to pay out money. But gen- 
erally we recognized that our estimate is an estimate, and that other 
people have estimates. The supervisor of shipbuilding has men on the 
job. And anything of this type must be subject to concessions from 
both sides to arrive at a mutual figure. 

Mr. Sruits. Do you make your estimate 150 percent and figure they 
make theirs at 50, so you come out in the middle? 

Mr. Oxtver. We do not; we very definitely do not. 

Mr. Brown. I think that they will agree to that, too. 

Mr. Srvuurs. So that you would figure that if they gave you 100 
cents on the dollar, you still would not be milking the Government? 

Mr. Oxtver. That is right, sir. 

Mr. Stuvts. As I understand in the performance of these contracts, 
shipyards get money for materials and payroll, and their overhead, 
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on progress payments plus the payment of these change orders; is 
that right ? 

Mr. Ouiver. Actually that is the fact. We get a progress payment 
on a percentage of our work done. And I might say here that we 
have been very careful to hold that percentage—we have an elaborate 
system that tells us that we have so many items complete, so many 
more items 75 percent, and so many 10 percent, and we add it up, and 
it becomes a percentage and a part of the whole, and we have a fairly 
accurate estimate of the work that we do, so that we are not playing 
on the future, and we have an actual estimate of the work complete 
at the time, to the best of our ability. We are paid, then, on that 
percentage times our total contract plus any extras that have been 
adjudicated. So that pays for them. 

Mr. Sruuts. Now, if that change order involves taking your weld- 
ing crew and working on a change order, say, for : 2-week period, 
and it takes you some 6 months to get it paid, you are holding the 
bag for the work of that gang for the 2-week period for a half year? 

Mr. Outver. That is right. That was one of our causes of financial 
difficulty. But in those cases, as I have said before, when we got to 
that point where we couldn’t make a payroll, where we were in dire 
financial straits, we were able to contact our supervisor, and he took 
emergency measures to speed change-order adjudications. 

Mr. Sruvts. If he had not, you would have shut down ? 

Mr. Outver. Certainly. 

Senator GitLeTTr. You mean the supervisor of shipbuilding in 
Chicago ? 

Mr. Outver. Yes, sir. 

Mr. Forsyrne. Mr. Oliver, does it not seem strange to you? You 
indicated a 40-percent discount rule applying here on your change- 
order claims. That is a pretty steep discount on the percent that you 
are asking. Is there any reason why they should follow any kind of 
pattern in their negotiation with you? I mean, you testified that 
you have a top firm of auditors and you have a good accounting sys- 
tem. And when you come in and you lay your claim on the table and 
support it, why should you take the 40 percent? Don’t you think 
that is strange? 

Mr. Ottver. Well, as I said, in most of these cases where we went 
in, we were in financial difficulties. Now, as I said, we didn’t always 
have to do that. We adjudicated change orders many times when we 
were not in those difficulties. 

Mr. Forsytue. All right. Now, when you are not in financial 
straits or financial trouble, do you negotiate on the same basis as you 
negotiate when you are against the wall and you are about ready to 
close down your shipyard? 

Mr. Oxtver. Well 

Mr. Forsyrue. I am trying to get at this mutual agreement that 
is contained in all of these contracts. I frankly do not believe it is a 
mutual agreement. 

Mr. Oxtver. Well 

Mr. Forsyrne. You are a man in dire financial straits. Your busi- 
ness is about to go, and you are called in to adjudicate and to accept 
a negotiation. Now, I want to know if there is any difference in your 
approach when you are coming in under that condition or when you 
are in good financial shape and you are able to carry yourself. 
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Mr. Ouiver. I would say that it certainly affects our mutuality 
there. 

Mr. Forsytue. It does affect it. So it can be used very definitely 
as a club in negotiation, then? 

Mr. Ontver. It could. I don’t believe that it was. And let me say 
this—— 

Mr. Forsyrue. Yes. But if we find a pattern existing where the 
40 percent discount is used rather regularly where firms are up against 
the wall financially, it would certainly be an indication that that is 
something that could be used in negotiation. 

Mr. Oniver. That I can’t say. I can say this, that several times we 
have submitted change orders in which the forces of the supervisor of 
shipbuilding have pointed out and have proved to us that we have been 
in error. 

Mr. Forsyrne. All right. That is fine. 

Mr. Ortver. And those we have agreed to, certainly, when we found 
we were in error. 

Mr. Forsyrne. Now, you made the statement that you usually get 
10 percent on small items; did you not? 

Mr. Oniver. No, I did not say that. I said that very often we have 
gotten 100 percent, and usually when we did it was a small one. 

Mr. Forsyrnue. How small? What is the comparison ? 

Mr. Oxtver. I don’t know. Anywhere from $50 to $500. Or there 
may be several that are larger than that. I don’t know, for the total 
contract. 

Mr. Forsyrne. Are there any in the neighborhood of $50,000 to 
$100,000, or $25,000 to $50,000, where you have gotten 100 percent or 
So percent or 80 percent ¢ 

Mr. Oxiver. I am pretty sure that we would not. 

Mr. ForsyrHe. You would not é 

Mr. Oriver. No. But there again, it may sound like I am talking on 
the other side, but I am trying to keep clear in my own mind the picture 
that im negotiating a change order certainly no one can say in an 
estimate that he is 100 percent and stick to it without any concession. 

Mr. Forsyrue. All right. I will accept that. Now, let me read 
you something in the change orders. This is contained in every change 
order that we have received. I just want to get it straight: 

Paragraph 38: It is assumed that no delay in the completion of these tugs is 
involved as a result of the change. 

Paragraph 5: The issuance of this change order is based on the assumption 
that it will not interfere with your production or delay deliveries on the others, 
rated in accordance with NPA regulations, 

Now, those same two assumptions run through every single change 
order that this committee has been getting, the assumption in both 
instances that no delay is going to result because you have received 
a change order. Now, is it fair for us to assume that those assump- 
tions are false in view of the fact that we have 2 years’ delay in the 
delivery of these vessels? 

Mr. Onrver. I will say this, that it has proved out that they have 
caused delay. 

Mr. Forsytue. They have caused delay. 

Mr. Ouiver. The Navy’s assumption that it would not cause delay 
was in error at the time. At the time we didn’t know for sure. 
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Mr. ForsyrHr. Now, you have been in contracting for a number of 
years, at least since 1939, and you have received change orders in 
other Navy contracts. Are those two assumptions used in the other 
Navy change orders ? 

Mr. Outver. I don’t recall. I don’t believe they were. Change 
orders come out as mandatory, as desirable, as “to be accomplished at a 
later date,” and so forth, and I don’t recall. 

During the war I think the same terminology generally was used, 
but I don’t recall the exact terminology of those change orders. 

Mr. Forsyrue. So you would say in this case the assumptions were 
not correct. 

Now, what would have happened if you had not accepted that as- 
sumption? Suppose you had gone to the Navy and said, “This is going 
to del: ay my production for 6 months.” Would you have gotten the 
same adjudication of your claim? Or what would have happened ? 
Do you hi ave any experience that can throw some light on that ? 

Mr. Oxrtver. No. We have not done that. Generally speaking, 
if a change came in we would plan to accomplish that change without 
a delay, where that is assumed to be the case. We would try to 
accomplish that change, and if everything worked properly, if we 
could do the plans like that [snaps fingers!, if we were able to get 
the material, and generally it was not a case of material—I would say 
more often than not that it was not a case of material—if every- 
thing worked right, there was no room for the delay except that 
we didn’t get the plans, that we didn’t get the detailed work drawings 
on that thing, possibly, for some time, or get action on it. 

Mr. Brown. I think something that might be of interest is that any 
one individual change order might not cause you any unnecessary 
delay, but this change order plus this change order, the two of them 
together, do. So you could not honestly say when this change order 
came in that this will delay the program. But our experience has 
been that this change order plus this one plus that one is the thing 
that has caused the delay. 

Mr. Forsyrue. So it isan assumption that is up intheair? It does 
not really mean anything to you, does it ? 

Mr. Outver. That is right. 

Senator Gitterre. Did I understand Mr. Oliver to say that these 
change orders were of different types? Sometimes they were im- 
perative, sometimes they were suggested change orders, that the 
Navy could make the decision as to whether they wanted to order 
a change or whether they wanted to say, “Wouldn’t this be a good 
idea to make the change?” Under the contract, was it possible to 
make those various orders, some imperative that you had to carry 
out, and some that they just thought would be a good idea? 

Mr. Outver. I think that is right. You see, if they found some 
thing radically wrong with the boat as they went along—and remem 
ber, this was being designed as we went along—if they found some- 
thing that they were doing that was radic ally wrong—for instance, 
a door would not open because of some obstruction in the w ay, it 
just would not open—well, that would be an imperative or mandatory 
change. 

Senator Gitterre. And under the contract the Navy could issue a 
change order! 

Mr. Onrver. That is right. 

48107—54—8 
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Senator Gitterre. And you had to comply with it? 

Mr. Ouiver. That is right. Now, they would usually designate the 
vessel upon which that should start. Naturally, a mandatory change 
applied to all of the vessels in the yard. Now, another change order 
might come through, “This is desirable,” to be accomplished on some 
vessel along the line which would not interfere drastic ally, would not 
cause a loss of material, man-hours, and that sort of thing. So that 
was left to—I think it was possibly a mutual agreement between the 
resident and the contractor as to which vessel that should occur on. 

There were others that were change orders to be accomplished at 
a later date, and were just desirable and not to be accomplished at 
this time, possibly. I believe there are a few like that. But there 
were three general categories. 

Senator Gitetre (presiding). Go ahead, counsel. I interrupted 
you there. 

Mr. Forsyrur. No. I was through. 

Senator Guerre. Mr. Skubitz is here, administrative assistant to 
Senator Schoeppel, who is a member of this subcommittee. 

Do you have any questions that you would like to ask? 

Mr. Sxuprrz. I was wondering about one point, Senator. 

When these change orders were issued you were called in at that 
time, were you not, to negotiate a new price for the cost of those change 
orders ? 

Mr. Ottver. No, sir. We, within a reasonable length of time, 30 
days I believe it was, were either to submit a request for increased 
costs and detailed as to the cost, or request an extension of time to 
present that change order. 

Mr. Sxusrrz. And you did do that? 

Mr. Ontver. Yes, sir. 

Mr. Sxusrrz. In figuring out these increased costs, did you call to 
the attention of the Navy that this was slowing up your production 
line and that you were adding those costs in ? 

Mr. Oxiver. Yes. We did say this was so. However, we were ad- 
vised not to include those costs. 

Mr. Sxusirz. I was going to say, what did the Navy say at that 
time ? 

Mr. Outver. They advised us that that might be covered under 
article 25. We received that advice—— 

Mr. Sxvusirz. Did you get that advice orally or in writing at any 
time / 

Mr. Oniver. It was oral, and we got it the first time in Washington 
in the Bureau of Ships. 

Mr. Sxvuprrz. In the Bureau of Ships. In other words, you were 
led to believe that at a later date you would take up this whole matter 
of production costs again, and so forth? 

Mr. Oxtver. That is right. 

Mr. Sxusirz. Now, another point here. Just what was your rela- 
tionship with the Navy on the local level and on the national level ? 

Mr. Oxtver. In what way, sir? 

Mr. Sxvusrrz. From the standpoint of friendliness, cooperation, and 
things of that nature. 

Mr. Oxtver. We enjoyed a situation that I think was unique. We 
liked the men generally, with exceptions, of course, and they liked us 
generally, on both the local level and in the Chicago office. I think 
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they were in agreement that we were doing all within our power to 
push the progress of the job, and I can say that we enjoyed a unique 
situation there. I call it unique because I have had other situations 
which were very inferior to it. 

Mr. Forsyrne. You said there was a sincere desire on the part of 
the Navy to assist you and to help you; is that right ? 

Mr. Otrver. We felt that; yes, sir. And it was demonstrated in 
various ways. 

Mr. Sxusrrz. Mr. Oliver, I assume there were any number of these 
change orders, because you said that the tugboat that you contracted 
for was a different tugboat from the one you delivered. And I as- 
sume that that was due to all these ch: inge orders that were put in? 

Mr. Oniver. That is right, sir. I don’t know the exact number of 
change orders, the actual number of changes, many of which were 
very minor, but irritating and costly and were not made the subject 
of change orders, and we accepted them, sometimes with a little argu- 
ment, but as a part of the contract which could not have been specified 
exactly. Also a change order might involve several changes in the 
design. One change order might involve quite a few changes in the 
design. 

Mr. Sxusirz. Now, you said that they suggested orally that this 
matter of the effect that it had on your production line “just let that 
whole matter rest until the end of the contract.” Is that correct 
or not ¢ 

Mr. Ottver. I don’t believe they said, “Let it rest.” They said, 
“Prepare a claim showing in detail where it es affected you.” 

Mr. Sxvpritz. But you were to take that up at one time; is that 
correct ? 

ir. Oxtver. That is right. 

Mr. Sxvusrrz. And in any of these change orders that you negotiated 
with them as to cost, at any time, any one of them, did they make any 
allowance whatsoever for delay caused in your production program ? 

Mr. Brown. Change order 55 on the passenger-cargo was the only 
one. ; 

Mr. Ottver. You see, at a later date there was an effort, we think, to 
remedy that situation. A change order was issued that would cover 
these minor—— 

Mr. Sxusrrz. When was that? 

Mr. Brown. That was on our passenger-cargo program, sir. 

Mr. Sxusirz. What was the year ? 

Mr. Ottver. The spring of 1953, I believe. 

Mr. Srutts. That did not apply to the tugboats? 

Mr. Ottver. No. They then applied the same type of change order 
to the tug program. 

Mr. Sxusitz. In other words, there was a change in policy over at 
the Navy ? 

Mr. Srutts. They said that you could add indirect costs as well as 
direct costs; is that right? 

Mr. Brown. Interferences—— 

Mr. Oxtver. I believe it read that it should cover interferences, con- 
fusion, holdups, errors in plan, and omissions. 

Mr. Brown. That is right. 

Mr. Ottver. Now, as to indirect costs, I think 

Mr. Srutrs. We will consider those indirect. 
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Mr. Oxniver. In other words, there is a dislike of the word “indirect.” 

Senator Guterre. Is that all 4 

Mr. Sxupirz. Yes. 

Senator Gitterre. Mr. Oliver, then, to sum up your testimony, 
yours and that of Mr. Brown, your situation, as I understand it, is 
this: That you are e re ting to and want to complete your contracts 
that you have with the Navy ¢ 

Mr. Oxiver. Yes, sir. 

Mr. Brown. That is ae 

Senator Gitterre. The Navy has not been trying to terminate those 
contracts / 

Mr. Ouiver. No, sir 

Senator GiLLerre. Your situation is a financial situation due to the 
fact that you have not been compensated, in part. There are still 
unadjudicated some claims that will affect you very materially in a 
financial way ¢ 

Mr. Oxiver. That is right, sir. 

Senator GiLLerre (continuing). If they are not adjudicated ¢ 

Mr. Outver. That is right; that is very true. As I said before, we 
have only been able to continue because of these factors that I said, 
and one of them being the commercial work we have been able to do 
along with this in order to afford this contract. 

Senator Gitterre. And that helped you carry on financially ? 

Mr. Outver. Yes, sir. And that is still insufficient, too. 

Mr. Sruvrs. How about your passenger-cargo contract? Did that 
help you ¢ 

Mr. Oniver. Yes, sit 

Mr. Sruirs. You did not have anywhere near this comparable 
trouble with that program ‘ 

Mr. Oxtver. Oh, yes. The same troubles were true on the passen- 
ger-cargo vessels, and the settlement—the completion of that, and a 
settlement, which as I said before, represented in our minds a sincere 
effort on the part of the Navy to compensate us for those costs. 

Senator Gititerre. Does counsel have anything to offer ? 

Mr. Forsyrue. Senator Gillette, I do want to give to the reporter 
at this time, because it will bear on the hearing later on, a letter dated 
May 15, 1954, from Fellows & Stewart, Inc., of Wilmington, Calif. 

Senator Gitterre. Do you want to make that part of the record ? 

Mr. Forsyrue. I want that made a part of the record. 

Senator GitLerre. Without objection. 

(The letter referred to follows :) 

FELLOWS & STEWART, INC.,, 
Wilmington, Calif., May 15, 1954. 
Subject: Contract NObs 5566 for the construction of three, and Contract NObs 

5576 for the construction of twenty-three 65-foot harbor tugs, design 3004, Bu- 

reau of Ships, Navy Department, Fellows & Stewart, Inc., Terminal Island, 

Calif. 

SENATE SMALL BUSINESS COMMITTEF, 
Senate Office Building, 


Washington 25, D. C. 
(Attention: Mr. Franklin Woodruff. 
(FENTLEMEN : We are writing this letter TEER to various requests of the 
committee for information concerning the above contracts. 
It is requested that this letter be read to the committee. 
You have informed us that the committee is meeting in Washington this coming 
May 19 and 20 for the purpose of having a hearing with various shipyards and 
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the Navy Department with respect to various contracts for the construction of 
65-foot harbor tugs, design 3004. Fellows & Stewart deem this hearing to be 
of the utmost importance to the shipyards and if representatives of the company 
are unable to be present, it will not be because they feel that it is not of utmost 
importance but because of the question of funds. 

As this committee knows, 5 shipyards in various parts of the United States 
have had extreme difficulty in the fulfillment of their contracts for the construc- 
tion of these 65-foot harbor tugs, and all contractors have been damaged and 
their costs under the contracts increased due to the delays on the part of the 
Government in failing to furnish adequate plans in proper time to enable the 
contractor to complete its contracts as contemplated by the parties when they 
entered into the contracts. It was the sole obligation of the Government to fur- 
nish adequate plans under the contract and it is highly improper for the Govern- 
ment to try to place this responsibility upon the shoulders of the contractors. 

Fellows & Stewart could have completed the tugs within the contract delivery 
date and for the contract price and made a reasonable profit had the Government 
furnished plans on time as promised. For the Government to say otherwise now 
would lead one to believe that Fellows & Stewart had been tricked into signing 
the contract. 

Fellows & Stewart submitted 2 letters dated April 29, 1954, to the Chief of 
Bureau of Ships with respect to damages and increased costs due to these de- 
lays. Copies of these letters have been sent to your committee and it is requested 
that the same be read into the record at the hearing. 

The claim of Fellows & Stewart is for $1,320.013. This claim is hased upon 
sound accounting practices and upon the methods that the Court of Claims has 
prescribed as a way of determining what damages a contractor may have suffered 
under a contract with the Government when the contractor is delayed in per- 
formance by the Government. 

Fellows & Stewart has for many years past and still does employ the national 
accounting firm of Lybrand, Ross Bros. & Montgomery as its outside accountants 
for the purpose of auditing its books and records and to see that the same are 
maintained in accordance with sound accounting practices, and this auditing 
firm, after audit of contractor’s books, prepared the claim in the amount set 
forth 

Since the Government requested that the claim be projected to the possible 
final delivery date of the tugs, which Fellows & Stewart estimate will be Decem- 
ber 1954. the claim as submitted is based upon the books and records of the con- 
tractor to December 31, 1953, and then the costs are projected from that date to 
December 1954. Since projection of costs must necessarily be based on certain 
presumptions, contractor is now bringing its actual costs up to May 1, 1954, from 
its books and records, and projecting these costs to December 1954, thus narrow- 
ing the possibility of error. 

It is not the intent of this letter to repeat the facts set forth in previous letters 
and documents written by Fellows & Stewart and supplied to this committee, 
which we trust will be read by and given careful consideration by the committee. 

Due to the tremendous financial burden that the default of the Government 
has placed upon Fellows & Stewart, immediate financial relief is necessary, and 
hence a partial settlement must be made prior to the completion of the contracts. 

The Navy Department has made an audit of Fellows & Stewart’s books and 
in order to have a determination of their claim, a conference was held on Thurs- 
day and Friday, April 29 and 30, 1954, at the Long Beach Naval Shipyard, Long 
Beach, Calif., which is the office of the local supervisor of shipbuilding. 

The Bureau of Ships sent from Washington, D. C., to attend this conference, 
J. C. Marley, contracting officer, N. L. Arenander, attorney for the Bureau of 
Ships, and Commander N. W. Knowlton. There were also present at this con- 
ference representatives of the local supervisor of shipbuilding and three repre- 
sentatives from Navy cost inspection. 

Fellows & Stewart had prepared a history of this whole transaction, which 
has heretofore been submitted to your committee, had prepared graphs showing 
times of delay of plans, had prepared statements showing the causes of delay, 
and was prepared at this conference to show by testimony of witnesses what 
caused the delays and that the same were not the fault of the contractor but 
were due to the fault of the Government. 

Said Mr. Marley prohibited and refused to permit Fellows & Stewart to 
introduce the evidence of proof which they had in this regard. Finally, after 
considerable discussion, Mr. Marley permitted Fellows & Stewart to read the 
above referred to letter of April 29, 1954, and permitted one witness to testify 
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with respect to the production-line methods which Fellows & Stewart had con- 
templated to use when they entered into the contracts and the results of the 
delays to obtain plans upon the use of such production-line methods. As pointed 
out, the failure to deliver plans prohibited the use of contemplated production- 
line methods, which decreased labor productivity about one-half, causing Fellows 
& Stewart to use approximately 100 percent more labor, exclusive of change 
orders, than contemplated when the contracts were entered into. As stated by 
authorities quoted in the letter of April 29, 1954, experience has always proven 
that multiple production increases labor productivity in shipyards about 100 
percent. Anyone versed in the shipbuilding industry knows this. 

When Fellows & Stewart at said conference were attempting to prove these 
points, Mr. Marley stated that he was growing very weary of this. This was 
only a few hours after the conference had commenced. Mr. Marley then stated 
that he did not wish to discuss this claim with outside counsel or outside auditors, 
but only with the contractor itself. It was pointed out to Mr. Marley that 
he had outside counsel, brought clear from Washington, and that he has seven 
persons there to assist him, and that it has always been, in our democratic form 
of government, the right of a contractor, or any person, to have counsel and 
to have outside auditors. It was very evident that Mr. Marley had discovered 
that Fellows & Stewart had well prepared its claim for presentation and that 
he did not want to hear it and thought that if he got the president of Fellows 
& Stewart alone, he might be able to force a settlement. Naturally, Fellows & 
Stewart refused to exclude their witnesses, and engineers, and counsel, and their 
auditors. 

On Thursday afternoon Mr. Marley stated that he would make no settlement 
whatsoever unless he could also settle outstanding change orders. It was 
pointed out to him that, regardless of any increased costs due to delays, Fellows & 
Stewart were entitled to compensation on change orders and that the same 
had no bearing upon the amount of the increased costs of Fellows & Stewart 
due to delays. Incidentally, at this place it may be pointed out that Fellows 
& Stewart had thousands of dollars of change orders lying in the Bureau of 
Ships, Wasihngton, D. C., upon which it could obtain no adjudication. 

Fellows & Stewart pointed out that (to Mr. Marley) the construction of these 
tugs involved three parts: (1) the contract itself under which the contractor 
was entitled to the contract price in full, (2) change orders under which the con- 
tractor was entitled to compensation and profit in the usual manner, and (3) 
increased costs to the contractor because of delays of the Government. 

Fellows & Stewart stated that they wanted to discuss the increased costs due 
to delays and wanted the right to negotiate the price of the change orders with 
the local supervisor of shipbuilding in the usual and customary manner. Fellows 
& Stewart stated that their change orders as of the date of the conference which 
had not been adjudicated, would approximate $368,000. 

Mr. Marley kept talking about a settlement and indicated he had already 
made up his mind without listening further to Fellows & Stewart’s proof. Final- 
ly he was asked what he had in mind and he said he was thinking in terms of 
between $300,000 and $400,000, including increased costs due to delays and in- 
cluding all change orders. This would mean that if Fellows & Stewart’s change 
orders were adjudicated at $368,000 that Mr. Marley was offering $32,000 in settle- 
ment of the delay claim. 

Mr. Marley was then told by Fellows & Stewart that such a settlement would 
be absolutely impossible, that all it would mean would be that the Bureau of 
Ships would have Fellows & Stewart tied by a legal document under which 
Fellows & Stewart could not assert any further claim, and that if Fellows & 
Stewart received only $32,000 for its delay claim, it would merely mean the 
closing of its shipyard and the loss of its business. Mr. Marley stated that he 
did not care whether or not Fellows & Stewart went bankrupt, that it was no 
concern of his whether the yard closed, and that he did not care what it might 
cost the Government to have the tugs finished by some other contractor. 

It is submitted that this kind of reasoning is contrary to the best interests of 
the United States and its citizens. 

Finally, on Thursday afternoon, Mr. Marley stated, with respect to the in- 
formation which Fellows & Stewart had given and were trying to give and 
which we had turned in, that it was all “crap.” 

With this refined statement, with this showing of inequity, with this what- 
ever-you-want-to-call-it, the conference on Thursday broke up with a very, very 
heated discussion. 
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At this point Fellows & Stewart would like to point out to the committee that 
if a contractor is forced into bankruptcy due to these delays, through no fault 
of its own because it has not been paid, then the next step of the Government 
seems to be to award the contract for the completion of the vessels to another 
contractor and to hold the original contractor liable for any increased con- 
tract costs that the Government might be obliged to pay in this respect. It is 
submitted that this is absolutely the wrong approach to such a question and 
that permitting the Government to offset increased costs to the original con- 
tractor by reason of Government default, against increased costs to the Gov- 
ernment when it let the contract for completion to another contractor, is in- 
equitable. The Government by its default forces the original contractor into 
bankruptcy so it cannot complete and then uses this fact to offset the contractor’s 
claim against the Government by saying that since the contractor did not com- 
plete the contract the Government has the right to still charge the contractor for 
increased costs because the Government had to have the tugs finished some- 
place else. The Government thus compounded its own error. 

We would like to state that we have been acquainted and have dealt with the 
Navy and naval officers for many years and that we have the highest respect 
for them and for their integrity and ability, and in anything that might be said 
or Gone in this letter, no reflection whatsoever is made against naval officers. 
However, and unfortunately, we cannot say so much with respect to Mr. Marley. 
We are sure he is doing and has done things that the officers would not permit 
if they knew it. 

We hold Admiral Leggett, Chief of Bureau of Ships, and Captain Vangeli, in 
the Contracts Division, in highest esteem and regard. 

At the close of the conference Thursday, April 29, 1954, we were sick at heart, 
and so on Friday morning, April 30, we telephoned Admiral Leggett in Washing- 
ton and told him what had transpired. We could tell that he immediately felt 
that we had not been justly treated and he said that he would have Mr. Harri- 
son, of the Bureau of Ships (Captain Vangeli being in Europe), telephone us and 
Mr. Marley. Mr. Harrison did telephone at 10 a. m., p. s. t., on April 30, and 
we told him in part what has transpired and told him that Fellows & Stewart, 
desired two things: (1) That change orders be settled with the local supervisor 
of shipbuilding in the usual and customary manner and that the same be not 
included in the settlement of the increased costs due to delays; and (2) that 
Fellows and Stewart, in order that they could receive some funds with which to 
carry on at this time, be paid a partial payment on account of their increased 
costs due to delays, pending further negotiation of their claim, as we could see 
that we could never negotiate with Mr. Marley. 

Mr. Harrison indicated to us that this could be done and he had Mr. Marley 
come on the telephone. Mr. Marley presented arguments, ete. 

After this telephone conversation we continued with Mr. Marley. He still 
would not permit us to present our facts and said that he wanted to negotiate 
and that Fellows & Stewart wanted to prove their claim. Naturally, the first 
thing you should do is to prove your claim. Fellows & Stewart insisted that it 
be permitted to have its accountants point out how the claim for $1,320,013 was 
arrived at. Since the Navy Cost Inspection had audited Fellows & Stewart’s 
books, these figures could be verified. Finally Mr. Marley permitted the ac- 
countants to tell how these figures were arrived at but Fellows & Stewart were 
not permitted to show all the causes of the delays. 

Mr. Marley stated that he did not intend to change his offer and would enter- 
tain an offer from Fellows & Stewart; that he conceded that the Government 
was partially at fault but that he felt that 75 percent of the fault was that of 
the contractor. Fellows & Stewart stated that he did not agree. Mr. Marley 
said he had a rock-bottom price to settle and we asked him what it was and he 
said $350,000 for the claim, which, when added to $360,000 change orders, 
would mean that he had given us $710,000 for our claim in settlement. Fellows 
& Stewart immediately pointed out that this was completely erroneous and hoped 
that he would not go back to Washington and tell anyone he had offered for 
Sanaa Ges Uhemte ates sie tien tik aoe emacs a eee 
$360,000 for change orders was due to them regardless of increased costs due 
to delays and hence Mr. Marley was offering $350,000 for Fellows & Stewart’s 
claim of $1,320,018. Mr. Marley stated that we were in a different world, in a 
different ball park, in a different league, as far as getting together was concerned, 
and then said that he felt we were not negotiating in good faith. Fellows & 
Stewart told him that his offer was so discouraging that it left no room for 
negotiating; that if that was the maximum he would pay, all it would mean 











34 NAVY PROCUREMENT OF TUGBOATS 


would be that Fellows & Stewart could continue for a short time and then go 
into bankruptcy. Fellows & Stewart pointed out to Mr. Marley that it had some 
$600,000 worth of creditors who were mostly material men, besides other cred- 
itors, and $350,000 would not begin to pay them off. These creditors were due 
to purchases for the construction of the tugs. 

At this point it might be well to point out to the committee that if it had 
not been for Fellows & Stewart’s commercial and other business than the 
tugs it could not have carried on with the tug contracts as long as it did. 

Mr. Marley stated that the burden of proof was upon Fellows & Stewart 
to prove its claim. This was a short time before the conference adjourned 
and we pointed out that we had tried to do so for 2 days, but had been pro- 
hibited. Mr. Marley said that the Government had a great deal of statistics 
to show that the fault was not all theirs but was 75 percent the fault of 
Fellows & Stewart. We asked him to give us the statistics and to show to 
us where we might be wrong. We pointed out to him that all we wanted 
was our increased costs and had not asked to make any profit on these in- 
creased costs. We begged him to show us where we were wrong because 
we wanted in the worst way to settle our claim equitably, and if we were 
wrong in our calculations, we would be glad to admit it. He refused to do so, 
stating again that the burden of proof was on Fellows & Stewart. This, 
of course, shows the great fallacy where administrative personnel attempts 
to act as both judge and jury. For such a person to properly act, he must 
he of the highest character and possessed of the greatest equitable principles, 
because he sits in a position of great trust and confidence. In an ordinary 
proceeding it would be up to the contractor to prove that the delays were 
not his fault but were those of the Government and that by reason of the 
delays his costs were increased so much. Then it would be up to the Gov- 
ernment to show that this was not true, if such were the fact. However, 
that was not the procedure used at the conference, but it was simply a pro- 
ceeding where Mr. Marley said that Fellows & Stewart’s claim was worth only 
so much money regardless of any proof or anything else. 

What Mr. Marley was also probably attempting to do was by negotiating 
to change Fellows & Stewart's fixed-price contracts into a cost contract. Of 
course this is not proper. The first question involved is, Did the Government 
cause all of the delays? If not, what portion of the delays was caused by 
the Government and what were the contractor’s increased costs by reason of 
these Government delays? 

This matter can be determined relatively easily if all parties will stick 
to sound accounting practices and sound engineering practices and contract 
requirements. It can never be settled if arbitrary methods are to be used. 

It is to the best interests of the Government that these tugs be built at 
the least cost possible, and causing Fellows & Stewart to go into bankruptcy 
and then having the tugs completed by another contractor at higher costs 
than Fellows & Stewart would have done, certainly is not to the best interests 
of the people. 

Mr. Marley stated that it was necessary for him to go to San Francisco 
and that he must end the conference Friday afternoon, and the conference 
was ended without any determination having then been made, except that 
the local supervisor of shipbuilding would do all that was possible to adju- 
dieate change orders so that Fellows & Stewart could get enough money 
immediately to meet its payroll. Late Friday afternoon Mr. Marley telephoned 
Mr. Harrison at the Bureau of Ships, Washington, D. C., and, after we had 
left the conference room, Mr. Marley called us back and stated that sinee he 
had said the claim was worth at least $350,000, he would send a dispatch to 
Fellows & Stewart to the effect that its claim had a minimum value of $275,000 
and that the final amount was to be determined by negotiating. Mr. Marley 
did this and Fellows & Stewart, by the use of this telegram, were able to 
borrow money from their bank, which will enable it to continue on with 
the contracts for a short period of time and to satisfy a few of its pressing 
ereditors 

This partial payment on account of claim was a very equitable thing to do 
and Fellows & Stewart were very thankful to the Bureau of Ships for doing so. 
Fellows & Stewart have been in business since about 1896 and have a fine repu- 
tation for building excellent vessels, and are well thought of in the community. 
They wish to complete this tug contract and deliver the tugs to the Navy. They 
will be able to do so if their claim can be equitably adjusted. 
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Fellows & Stewart wish the committee to know that they have received excel- 
lent help and assistance from the local office of the supervisor of shipbuilding. 

We have attended and participated in numerous hearings of all kinds, includ- 
ing shipbuilding contracts and ship-repair contracts. We are forced to state, 
however, that the above referred to conference was one of the most inequitable 
ones that we have ever attended. Fellows & Stewart believe, however, that this 
will be remedied by the Bureau of Ships and Fellows & Stewart hope that the 
next conference can be approached in accordance with equitable and ethical busi- 
ness practices and procedures. 

Fellows & Stewart request that if this committee feels that it needs further 
testimony that the committee set a date in the near future for the same. Fel- 
lows & Stewart realize that this committee cannot settle its claim, but feel that 
this committee can insist upon proper practices and procedures to be applied by 
the Government with respect to the settlement of claims of shipyards, and that 
business duress be not used as a method of settlement. Fellows & Stewart, as 
stated above, are now submitting additional figures to the Bureau of Ships and 
trust their claim can be properly settled in the very near future. 

The Government contracted for the construction of small vessels in the amount 
of $237 million to be built in private European shipyards in the years 1952 and 
1953. At the present it is letting contracts in foreign yards for $32 million of 
small craft. European shipyards have been booming since the war. Shipyards 
in the United States are fading away. We understand that our Government 
has increased contract prices in European yards after the contract was signed. 
Yet our Government is squeezing the life out of some of our United States yards. 
This is not understandable. 

Small business is the backbone of the economic life of the United States. The 
Government has stated that smal] shipyards are necessary in the defense of 
this country. Therefore, every effort should be made to preserve the economic 
welfare and the national defense of this country by assisting the shipyards in 
their present predicament.’ 

Respectfully submitted 

FELLOWS & STEWART, INC., 
JosEPH FELLows, Jr., President 


Mr. Forsytue. I also have a letter dated May 12, 1954, from the 
same firm, to be made part of the record. 

Senator Grtterre. Without objection. 

(The letter referred to follows :) 


Fecttows & Strewanrt, INc., 
Wilmington, Calif., May 12, 1954. 
Mr. FRANKLIN WooprurFr, 
Senate Small Business Committee, 
Senate Office Building, 
Washington, D.C. 

Dear Mr. Wooprurr: I am enclosing five copies of our claim as submitted to 
the Navy on April 29, 1954. We are still negotiating our claim, and I believe the 
letter fully sets forth our position, and we feel that the damages we have suffered 
are not our fault. You will note that part of our claim is projected which we did 
not like to do but the Navy insisted that we make the projection to the com- 
pletion of the contract. We are making further analysis of the projection and 
will submit our findings to the Navy very shortly. 

Our financial position is such that if our claim is not allowed this company 
will not be able to continue in business which we feel would be a most unfor- 
tunate thing to happen to a company that has been in business for 58 years and 
one which has enjoyed the reputation of our company for honesty, integrity, 
and the quality of its production. 

I hope the enclosed information will be of help to the committee, and if there 
is any further information you may want, please do not hesitate to call on us. 

Very truly yours, 
JOSEPH FELLOWS, Jr., President 


1See Mr. Marley’s reply, p. 219, and comments by Captain Vaugelli, p. 224 
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RDS : G4 
KBS-5566-619 
AprIL 29, 1954. 
From: Fellows & Stewart, Inc., Terminal Island, Calif. 
To: Chief, Bureau of Ships. 
Via: Supervisor of Shipbuilding, USN and InsOrd, Long Beach, Calif. 
Subject: 65-foot harbor tugs, design 3004, contracts NObs—5566 and 5576; dam- 
ages and increased cost due to delays, contractors’ claim for. 
Reference: 
(a) Fellows & Stewart, Inc., letter JF-5566-120 of February 20, 1953. 
(b) Fellows & Stewart, Inc, letter KBS-—5566—-526 of February 18, 1954. 
(c) SupShip L. B. letter QM/Fellows & Stewart ER/A-1 ser. 798 (0410) of 
March 5, 1954. 
(ad) Fellows & Stewart, Inc., letter of March 13, 1954, to Chief, Bureau of 
Ships. 
(e) Fellows & Stewart, Inc., letter of April 12, 1954, to Supervisor of Ship- 
building, USN, Long Beach, Calif. 

1. This letter is in furtherance of reference (a), (b), (c), (d), (e) and amends 
reference (d) and (e) in part. 

2. Contract NObs—5566 is dated November 17, 1951, and is for the construc- 
tion of 3 of the subject tugs at a contract price of $115,525 each, or a total of 
$346,575. The cost of centrally procured material is set forth therein at $344,- 
100. Contractor submitted his bid for these three vessels on August 31, 1951. 

The contract delivery dates, actual delivery dates, and building time are as 
follows: 


Num- Contract ial ‘2 Actual | 
ber of Contract delivery date building A —— | building | —_— of 
tugs time ’ time y 
(1) (2) (3) (4) | (5) (6) 
Months | Months Months 
it SU a dintinn -cenaccnn tbat e inane enenhe 8 | Jan. 15,1954 | 5 16 
1 | October 1952__._- i. Aiken 11 | Mar. 1, 1954 28 17 
28 | 18 


1 | November 1952_- sieges eae 12 | Mar. 15, 1954 
| | | 


3. Contract NObs—5576 is dated March 4, 1952, and is for the construction of 
23 of the subject tugs at a total contract price of $2,456,960, an average of 
$106,824, depending on the place of delivery. The tugs to be delivered at the 
contractor’s yard, for example, were at a price of $105,320. The cost of cen- 
trally procured material is set forth in the contract at $114,700 each, or a total of 
$2,638,100. 

The contractor submitted his bid for these vessels on or about December 21, 
1951. 

The contract delivery dates, actual or estimated delivery dates, and building 
time, are as follows: 
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* . Actual or | 
Num- | Contract Actual or : : 
ber of Contract delivery date | building estimated = ——_ of 
tugs time delivery date anding . . 
time 
(1) (2) (3) (4) (5) (6) 
Months Months Months 

1 | January 1953 10} Apr. 45,1954 25 15 
l do. 10 | Apr. 19, 1954 25 15 
1 a 10 do_. 25 15 
1 | February 1953 11 | May 18, 1954 26 | 15 
1 do. 11 | May 24, 1954 26 15 
1 do. 11 | May 31, 1954 26 15 
1 | March 1953. 12 | June 11, 1954 27 15 
1 do 12 | June 21, 1954 27 15 
1 do. 12 | June 28, 1954 27 15 
1 | April 1953 13 | July 1,1954 28 15 
1 do 13 | July 19, 1954 28 15 
l do 13 Aug. 2, 1954 29 16 
1 | May 1953 14. Aug. 13, 1954 29 15 
l do 14 Aug. 23, 1954 29 15 
1 do. 14, Sept. 6, 1954 | 30 16 
] do 14 Sept. 20, 1954 30 16 
1 do 14 | Oct. 4,1054 31 17 
1 | June 1953 15 | Oct. 18, 1954 31 16 
1 do 15 | Nov. 1,1954 32 17 
1 do 15 | Nov. 15, 1954 32 17 
1 do.. 15 | Nov. 29, 1954 32 17 
1 ...do . ‘ 15 | Dec. 6, 1954 33 18 
1 | July 1983_. 16 | Dec. 20, 1954 33 17 


4. On contract NObs—5566 contractor received $32,134.17 less than it bid, 
and on contract NObs—5576 contractor received $96,071 less than it bid, a total 
of $128,205.17. This reduction was accomplished by the Bureau of Ships in 
the following general manner: Bids on NObs—5576 were opened January 2, 1952. 
Contractor had submitted a bid for 20 tugs, which was increased by Bureau 
of Ships to 23. About January 30, 1952, contractor received a call from a 
negotiator with the Bureau of Ships concerning contractor’s price with reference 
to delivery costs. On February 5, 1952, contractor received another long-distance 
phone call from this same negotiator, who told contractor its price was too high 
and that he (BuShips) had lower prices in this area, and asked contractor to 
submit a lower price. On the same day contractor again talked to this nego- 
tiator and told him that contractor did not understand how any yard in this 
area could have bid lower. The negotiator said contractor was not low enough. 
Contractor told negotiator it would knock off $500 per tug, but negotiator said 
this was not enough; contractor offered to knock off $750 per tug, and negotiator 
said this was not enough; contractor then knocked off $1,000 per tug, but 
negotiator said this was not enough. This sort of thing went on for several 
days, with the negotiator telling contractor he was too high, and finally got 
contractor down to $105,320 per tug delivered at contractor’s yard. On February 
11, 1952, the negotiator called contractor to check on prices and told contractor 
that it was in the range, and on February 26, 1952, contractor was informed 
that a letter of intent was being mailed. Contractor is informed that this form 
of negotiating was used on other contractors. 

When the Bureau of Ships told contractor it was too high, contractor, knowing 
of the vast shipbuilding experience of the Bureau of Ships, believed this to be 
true and that it had probably made a mistake in its calculations. Contractor, 
relying on these representations of the Bureau of Ships and believing them to 
be true, cut its bid as aforesaid. For anyone now to say that the contractor 
had bid too low would come too late and would only impugn the word of the 
Bureau of Ships. 

5. The subject contracts provide that the Government shall furnish to con- 
tractor, without charge, working and finishing plans, booklets, material schedules, 
material orders, lists, and other data relating to the construction of the vessel. 
The contractor had the right to believe that these plans, ete., would be furnished 
to it in time for contractor to meet its contract delivery dates. The Govern- 
ment set the contract delivery dates, which dates the contractor could have 
met had it not been for the delays occasioned by the fault of the Government, 
as hereinafter set forth, which fault in part was the late delivery of plans. 
For example, no electrical plans of any kind were delivered to the contractor 
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until June of 1953, which, it should be noted, was 1 month prior to the contract 
delivery date of the last of the 26 tugs. 

6. The designing and building of a harbor tug in the shipbuilding business 
is considered to be a simple shipbuilding matter. Tugs are not complicated. 
Plans for the construction of subject tugs should all have been completed within 
3% months. It will be noted above that contractor bid for the first three of the 
subject tugs on August 31, 1951, and by every allowance the finished plans for 
these tugs, in accordance with best design practices, should have been completed 
by January 1,1952. For example, contractor built 5 steel vessels of the length 
of 60 to 65 feet, being the approximate length of the subject tugs, for Arabian 
American Oil Co. These vessels were built in the year 1947-48. One of these 
vessels was a tugboat, 1 was a fireboat, 2 were personnel or passenger-carrying 
vessels, and 1 was a vessel built to carry a technical staff. All of these vessels 
were built by contractor in about 5 months, which time included the drawing of 
the plans. 

7. Contractor is submitting herewith charts which visibly show the ‘delays 
occasioned to the contractor by the late submission of plans and plan revisions, 
and contractor is also submitting herewith, among other data, a detailed history 
of the construction of these vessels, consisting of 317 pages, the reading of which 
plainly shows that the cause for the delays in the construction of these vessels 
was not the fault of the contractor but was occasioned wholly and completely 
by the Government. 

The design agent employed by the Government to prepare the plans and specifi- 
cations, ete., relative to the subject tugs, was M. Rosenblatt & Son, of New York 
City. Letters written by the contractor for information, which letters pointed 
out discrepancies, etc., remained unanswered and ignored, and on or about 
December 18, 1952, contractor was compelled to employ Robert W. Hunt Co., an 
engineering and inspection firm of national standing with offices in many of 
the principal cities throughout the United States, including New York and 
Washington, D. C., for the purpose of having the New York office of this com- 
pany check with said design agent to attempt to ascertain for contractor when 
contractor might receive copies of six plans listed on the design agent’s plan 
status of December 15, 1952, which plans involved the entire heating system with 
its maze of piping, the steering gear arrangement and details, and the electric 
lighting system, plus the plan detailing the enormous quantity of nameplates 
and electrical marking tags. Contractor had learned from bitter experience 
that the information on the design agent’s plan status was in many cases not to 
be relied on, and inasmuch as all of the above drawings were so vital to the con- 
struction of the tugs that without the same being immediately forthcoming 
contractor would be forced to drastically curtail production, contractor at con- 
siderable expense employed the services of said Robert W. Hunt Co. to obtain 
for it factual, unprejudiced information concerning the actual status of the 
drawings. Robert W. Hunt Co. sent contractor a report on December 19, 1952, 
and were only able to obtain certain unvalidated plans which contractor could at 
least use for study purposes, and on December 30, 1952, said Robert W. Hunt 
Co. informed contractor that it was unable to obtain any further information 
concerning the drawings. This employment of Robert W. Hunt Co. is merely 
cited as an example of what lengths the contractor went to in order to cut down 
delays not occasioned by its own fault. By citing this one example it is not 
meant to indicate that this was the only instance involving this sort of thing. 

Not only was the Government apparently unable to deliver accurate plans for 
the execution of the contract, but in addition seemed helpless to cure the un- 
ending changes, errors, omissions, and conflicts embodied in the plans, which 
became evident as the plans trickled in, months and months late. The plans 
received were exceedingly poor ones from every point of view, and when plans 
were finally received they followed no orderly pattern and definitely were not 
received as a set. Also, they were received, in most cases, in three different 
eategories. The first plans received were stamped “Preliminary—for Study 
Purposes Only, ete.,” and accordingly were of little value. The next phase was 
when contractor received plans which were not stamped “Preliminary.” Con- 
tractor naturally assumed that these plans were “a production release” but later 
was informed by a representative of the Bureau of Ships that even these plans 
were of no value to contractor as they were not contractor’s flight of tugs. 

The third phase of plans released by the design agent came when contractor 
began to receive plans which were for contractor’s flight of tugs, although they 
contained many errors and omissions, as evidenced by the multitude of changes 
which followed. Contractor estimates that there were over 400 plan revisions 
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which ineluded thousands of changes, which is an unheard of and an unbelievable 
thing in the construction of as simple a vessel as a tug. 

Contractor was informed that the tugs were to be of a commercial design. 
However, the tugs were subject to the inspection of the Coast Guard, ABS, and 
Navy inspectors, and disagreements between these three inspecting agencies 
added to, and still adds to, great confusion and delay and expense to the 
contractor. 

One of the things that caused great delay was that the contractor received 
only one blueprint in lieu of a reproductable Van Dyke. Contractor, as corre- 
spondence in this matter will plainly show, had repeatedly asked for Van Dykes 
for all revisions and plans, and failure to receive the same meant that major 
changes had to be hand-drawn on earlier drawings so that the various persons 
affected by these changes could proceed to accomplish their tasks. It is obvious 
that the work of the changing each drawing by hand is in itself costly and time- 
consuming and, it should be emphasized, completely needless, since a reproduci- 
ble could very easily have been furnished. 

The plans were so incomplete that contractor had to do a lot of design work 
and drawing of plans, some of which are being submitted to the Government 
herewith, and at one time the local supervisor of shipbuilding informed the 
Bureau of Ships that the contractor was not required to do any design work 

Contractor repeatedly wrote and informed the Government of these delays. 
For example, as set forth in contractor’s letter dated January 29, 1953, to the 
Bureau of Ships, contractor, in listing drawings that were incomplete, ete., 
stated since March 8, 1952, contractor had repeatedly requested the design agent 
to have a Van Dyke issued with each plan revision, and contractor reiterated 
that even though more than a year had lapsed since the awarding of the subject 
contracts, contractor still found itself with inadequate information, either no 
drawings at all or lack of or improper information on existing drawings, and 
in this letter the contractor stated: 

“The contractor, having no control over the design agent, either as to design 
or flow of work, states that because of this, and as a result of this, if immediate 
steps are not taken by the proper governmental! authorities to correct this condi- 
tion, the contractor will be forced to curtail production and present claims for 
additional compensation will continue to increase.” 

The above letter was forwarded by the supervisor of shipbuilding, Long 
Beach, on February 5, 1953, with the following endorsement: 

“The supervisor concurs with the contractor's statement in paragraph 8 of 
the basic letter, that is, that the design agent has had ample time to develop 
working plans and that the lack of validated plans is causing delays and expense 
to the contractor. The supervisor also concurs with the contractor’s statement 
in paragraph 6 of the basic letter that many of the plans are either lacking 
necessary information and detail or have information that conflicts with other 
plans. The supervisor is of the opinion that unless completed working plans 
are received in the near future, a very serious delay in delivery dates will 
result and that the contractor will be justified in requesting change orders 
involving considerable sums of money.” 

Thereafter, on February 20, 1953, contractor again wrote to Chief, Bureau 
of Ships, concerning work stoppages and drawing delays and said letter is 
incorporated herein by reference, one of the statements in said letter, for 
example, being that “the contractor is forced to point out that the fixed expense 
of that portion of its vard in which these vessels are being constructed—ex- 
cluding overhead but including leases and rentals, insurance, interest, salaries, 
maintenance, and other fixed cost—is approximately $25,000 per month.” 

The above referred to letters are merely examples of the many letters and 
conversations had in this regard. Despite contractor’s pleas, nothing what- 
soever was done to alleviate the situation, and contractor’s damages for delays 
increased and increased. 

The reason for the delays in the construction of these vessels is obvious to 
anyone who had anything to do with the program; and to anyone who had 
nothing to do with it, a reading of the above referred to history heretofore 
submitted by the contractor, and a study of the times the contractor received 
plans, the revisions, the change orders, errors, etc., will make the cause of delays 
apparent to even those persons who are not versed in the shipbuilding industry. 

The contractor will not in this letter repeat the reasons for the delays except 
to state, again, that they were due to delays in plans, errors in plans, omissions, 
changes, etc. One of the simple principles of ship construction is that a vessel 
should float on an even keel. One of the first tugs that was launched by an 
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eastern yard had a port list and the result of this was an unbelievable, inde- 
scribable situation with respect to plans, reworking, changes, etc. 

In reality there were no plans at all and the vessel was designed, redesigned, 
reworked, and again redesigned, and is still being redesigned, long after the 
execution of the subject contracts. If one tried, it is doubtful if one could have 
made a more chaotic condition and created more confusion than existed. 

It is the contractor, however, who must bear the brunt of these errors and 
inefficiencies of others who probably will not suffer any monetary loss. 

As shown above, the average contract building time for each of the 26 tugs 
was 12.7 months, and the actual and estimated building time for each of the 
26 tugs is 28.6 months. The average length of delay in the construction of 
each tug was 15.9 months. Hence, the actual or estimated building time for 
the construction of these 26 tugs is approximately 214 times the time contem- 
plated by the contractor to construct the tugs. During this time, of course, 
contractor was obliged to pay overhead charges which would have terminated 
had the contract been completed at the delivery dates set forth, and there were 
increases in wages after the contract delivery dates, inefficiencies due to the 
above delays, and many other causes and things to damage the contractor. 

At one time during 7 months of confusion and conflicting information, in- 
decision, etce., the contractor felt that it must drastically curtail or suspend 
all operations until it received adequate, accurate working plans. The Bureau 
of Ships stated that it did not wish the contractor to shut down its operation 
and, based on this and the desire of contractor to complete these tugs, the con- 
tractor continued working on those sections of the vessel which it felt could 
not possibly be changed in the attempt to eliminate port list, ete. This, of 
course, threw contractor completely off of its normal and planned construction 
sequence and caused contractor to build out of order and ahead of schedule 
certain sections or items, while other sections involved were at a standstill. 
The result is obvious, to wit, loss of efficiency and extension of overall building 
program. It was only after careful consideration by the management of con- 
tractor that it was decided, even in the face of inefficient operation, it would 
be to the ultimate advantage of the Government for contractor to continue 
working where it could on the tugs, while the unending stream of errors and 
correspondence continued on, and contractor thought that in the end the damages 
due to delays beyond contractor’s control would be less in proceeding to work 
under all of the above-described handicaps than to shut down operations, which 
would result in the loss of practically all of the workmen and most of the 
supervision on this program. 

Contractor, in bidding, did so, of course, on the basis that these vessels would 
be built on a production line. This could not be done and we have here a case 
where each vessel practically was built without regard to the construction of 
other vessels. Contractor would like to call attention to the book entitled “Ships 
for Victory,” written by Frederic C. Lane and published in 1951 by the John 
Hopkins Press, and particularly beginning at page 224 of said book. For ready 
reference the contractor quotes as follows from said book: 

“Greater application of the principles of mass production was made possible 
when a particular area was devoted to just one kind of subassembly, such as 
that of the double bottoms, or the prow and forepeak section. By repeating 
the same operation over and over again the workers became more expert at it. 

* * a - * * = 

“As soon as the various kinds of subassemblies were specialized in separate 
areas, it was logical to arrange the bays of the fabrication shop and those of the 
assembly areas so that the material could be moved directly from one to another. 
Then, as soon as a subassembly was finished, it had to be moved away so that 
the workers could start on another, and there had to be some place to put it. 
For that purpose was used the space at the head of the ways, once intended for 
welding the assemblies together but now freed by the building of separate assem- 
bly buildings. Thus a series of assembly lines flowing through different assem- 
bly areas converged on the shipway. 

“Another assembly line which terminated at the ship, but not necessarily at 
the shipway, was that for the construction of deckhouses. 

+ r e * * + - 

“When the ship had become the terminus of several assembly lines, finishing 
a ship with the features that had been planned, even if those features were 
known to be wrong, was often easier than making any change after construction 
had begun. In some instances this may explain why a ship was finished with 
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one kind of a door or bulkhead and then sent to a refitting yard where the door 
that had just been put in was ripped out and one of different dimension installed, 
even when it was known before the first door was put in that it would have to be 
changed. Why not put the right door in to begin with, or if it was not available, 
why not leave it off? If materials had started on their way through the yard, 
and if a particular lot of material, or a particular part of the structure was not 
put into its place in a subassembly and moved on down the line, it was in the 
way. It held up the assembly of other parts. Especially on the ways and the 
outfitting docks it was essential to finish the vessels in any way in which they 
could be finished quickly, which meant according to plan, and so get them off the 
ways and out of the outfitting berths so that the next keel could be laid and 
the next ship outfitted. In this sense the shipyard was like a production line and 
was so referred to by Admiral Vickery: “If you stop the leading ships in a pro- 
duction yard you not only stop the head ship, you stop the whole production line. 
Therefore it is better to take them out of the yard as quickly as you can and 
let the modifications go on some place else * * *.” [Italic added.] 
* * ok * * » * 


“Iv. THE PRODUCTIVITY OF LABOR 

“The effect of multiple production was most evident in the speed of construc- 
tion. Its effect on the productivity of labor was also substantial although not 
so sensational as the effect on speed. Speed (productivity per shipway) is 
most conveniently measured in days from keel laying to delivery. The pro- 
ductivity of labor is most conveniently measured by computing the man-hours 
used in the construction of each vessel. Just as the decrease in building time 
expresses the increase in speed, so the fall in the number of man-hours per ship 
expresses the rise in productivity. 

“Yards building standard Liberty ships offer the most obvious example of 
multiple production. The rise both in speed and in labor productivity in Liberty 
yards as a whole is shown on figure 19. It emphasizes two points: first, the 
correlation between increase in productivity and increase in speed; and, second, 
the effect of experience and continuity on the productivity of labor. Continuity 
in the operation of a shipyard is most easily measured in terms of ‘round of 
the ways.’ Launching 1 ship of a given design from each way completed 1 round 
of the ways for that type. When a second ship of the same design had been 
launched from each way in the yard the second round was complete. With 
each successive round productivity and speed increased. This is demonstrated 
most effectively when an analysis is made yard by yard. Every yard shows a 
large reduction in man-hours per ship on successive round (fig. 16), which is 
similar to the reduction in time on the ways (fig. 15). 

“If we disregard the first round of ships, which was often built while the 
yard was still under construction and was getting organized, we find that, on 
the average, man-hours per ship were cut almost in half. That is, productivity 
increased by 93 percent, to be more precise, between the second round and the 
15th. By the 26th round in the 4 yards which produced that many, it had 
increased 6 percent between the 13th round and the 26th. In general, con- 
tinuity in the production of a single type in a yard made possible an increase 
in labor productivity of 100 percent. Roughly speaking, that is the extent to 
which multiple production increased the productivity of labor, for continuity 
and multiple production are practically synonymous. 

* * * * a * *” 

“Of course, a very large factor in the productivity of labor was the success 
of the management in arranging the work so that the men in the yard would 
always have work to do. Waste of labor might be due to failure of plans or of 
components to reach the yard at the right time or to failure by the management 
to plan correctly the use of the materials received. As a general rule it was 
important to have ships being worked on in various stages of construction. Labor 
in some yards was better trained than in others. Many such factors for which 
we have no statistics affected the productivity of labor. 

“Only Liberty yards provide a sufficient number of yards in continuous produc- 
tion of the same type to afford a basis for the kind of comparisons just made 
concerning facilities or utilization of labor. But figures for yards building other 
types show that continuity of production was equally important in increasing 
productivity in these yards, Productivity of labor on T-2 takers increased 
100 percent between the 2d round and the 11th, the last round built (fig. 20). 
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In addition to North Carolina, after making a record for low costs in building 
Libertys, was shifted to C2’s and doubled labor productivity in work on these 
standard types. Consequently it is clear that the increase in productivity 
through multiple production was not confined to Liberty ships alone but was 
equally applicable to the ships of the Commission’s long-range program. 

“The same conclusion results from analysis using a measure which allows not 
only for differences in displacement tonnage but also for differences in the com- 
plexity of construction in the various types. Such a measure is provided by 
the bogie or estimate prepared by the technical staff of the Martime Commission 
stating the number of man-hours considered reasonable for each type for the 
fourth round of the ways. When these estimates are compared with the actual 
number of man-hours expended in the first, fourth, and the seventh round of the 
ways, it is clear that increase in productivity by the seventh round was greater 
in the production of several other types than in the production of Liberty ships. 

“In summary it may be said that multiple production increased labor produc- 
tivity in shipyards about 100 percent both when it was applied to the construc- 
tion of the relatively simple Liberty ship and to the building of standard cargo 
vessels and tankers.” [Italic added.] 

As stated above, the contractor was prevented from using assembly line methods 
of multiple production. Contractor was forced to start and stop and, as Admiral 
Vickery stated, when you stop the leading ship in a production yard, you not only 
stop the leading ship but you stop the whole production line. In the instant 
case assembly-line methods could not be used as contemplated by the contractor, 
and it appears that approximately 100 percent more hours of direct labor were 
and will be used in completing the subject contracts than estimated by the 
contractor in its bid, excluding therefrom all hours of direct labor used with 
respect to change orders. Had contractor been furnished proper plans, in the 
proper manner, and been able to use its production-line methods, contractor 
could have completed its contract for less than the cost contemplated in its con- 
tract price and thus might have made a larger profit than contemplated, which, 
of course, might have been subject to the Renegotiation Act. This was contrac- 
tor’s experience in the construction of vessels during the war. 

Contractor has been in business since 1896 and during that time has con- 
structed over a thousand vessels and repaired many, many thousands more. 
Contractor has had an enviable record in the shipbuilding and ship-repair indus- 
try, has been financially sound, has been able to pay its creditors, and now finds 
itself, through no fault of its own, upon the brink of financial ruin. Had it not 
been for contractor’s commercial work and its long, excellent credit reputation, 
contractor could not have carried on to this point. Contractor is informed that 
there are 5 shipyards in the United States—3 on the Atlantic coast, 1 in the 
Mississippi Valley, and Contractor itself on the Pacific coast—that received 
contracts for the construction of these subject tugs. Contractor is further 
informed that each of these shipyards has had the same difficulties as contractor 
herein, and has been further informed that three of the shipyards are in some 
form or other of bankruptcy or receivership—all due to delays caused by the 
Government and beyond the control of the shipyard with respect to the building 
of these tugs. If 1 shipyard out of 5 had had individual troubles under this 
contract, it might be said that that 1 contractor was at fault. However, it 
is evident that this is not the case and that the fault lies beyond the contractor. 

It cannot be said that the contractor could not have completed the subject 
contracts for the contract price within the delivery dates, because to do so would 
then raise the question of why the Government entered into the contracts with 
the contractor. 

$y reference (d@) and (e) contractor submitted an amount of money which 
contractor then estimated to be its damages sustained by reason of these delays, 
the contractor reserving the right to amend said claim and submit additional 
information in support thereof. Contractor has employed for many years the 
national and well-known firm Lybrand, Ross Bros. & Montgomery, and con- 
tractor’s accounting system follows sound accounting practices. 

Contractor, in reference (d) in its preliminary estimate, estimated its damages 
and increased costs due to delay at $956,176.10, and by reference (ec) amended this 
umount to $987,808. Since submitting said claim and amended claim con- 
tractor has diligently studied all aspects of this matter, and attached hereto 
contractor submits its second amended claim for damages and increased costs 
due to delays in the amount of $1,320,013. 

In determining the amount of the claim, contractor estimated that all contracts 
will be completed December 1, 1954, and the above costs of completion have been 
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estimated and projected to that date. ‘The amount of damages and increased 
costs is based upon the presumption that all change orders which have been 
issued but not adjudicated, which have been requested but not yet issued, and 
which are to be requested by contractor, will be allowed. The hours of direct 
labor in the change orders yet to be requested are 22,747. ‘The amount of con 
tractor’s damages and increased costs will also be affected by changes in plans 
and new delays that may arise after the date of this letter. 

Contractor has more than reached the end of its financial road, and unless 
contractor receives immediate financial relief by the immediate payment of money 
owing it by the Government, contractor will not be able to proceed. Should 
contractor be compelled to close its business, not only will its claim for damages 
and increased cost be increased but the cost to the Government to complete 
the contracts will be greatly increased over the amount contractor requests 
herein as damages and increased costs due to delay beyond its contro! 

Contractor respectfully requests that its claim be immediately allowed and 
paid so that it may continue on, after over 50 years of operation, and complete 
the subject contracts. 

Respectfully submitted. 

Fettows & Srewarr, IN« 
JosePH FELLOWS, Jr., 
President. 


Mr. Forsyrue. Then I have one other document, and that is a docu 
ment signed by B. E. Manseau, rear admiral, United States Navy, a 
document addressed to all of the shipbuilders involved in this 
program. 

Senator Gruterre. Those will be made part of the record. 

(The letter of October 2, 1953, referred to follows:) 


OvroBerR 2, 1953 
From: Chief, Bureau of Ships. 
To: Missouri Valley Steel, Inc. (10). 
Via: Supervisor of shipbuilding, UDN, and naval inspector of ordnance, Chi 
cago (20). 
To: American Boiler Works (10). 
Via: Supervisor of shipbuilding, United States Navy, and naval inspector of 
ordnance, Camden (15). 
To: Fellows & Stewart, Inc. (10). 
Via: Supervisor of shipbuilding, United States Navy, and naval inspector of 
ordnance, Long Beach (15). 
To: Smiths Basin & Dry Dock Co. (10). 
Via: Supervisor of shipbuilding, United States Navy, and naval inspector of 
ordnance, Jacksonville (15). 
Subject: Sixty-five foot harbor tugs, design 3004, contracts Nos. 5545, 5566, 5567, 
and 5577; plan deficiencies and modifications, general change order 
Nos. 102 and 103. 

1. In the course of construction of the subject vessels up to the present time 
and subsequent to the date of this general change order certain working plan 
omissions, interferences, errors, reservations, and holdups (hereafter referred 
to as plan deficiencies and modifications) have been or will be encountered. 
These plan deficiencies and modifications have resulted or may result in the 
redoing of work already performed on the vessels. This additional work for 
corrective measures may affect the cost of performance of work under the eon- 
tracts, and may properly be the subject of an adjustment of the contract price 
or delivery dates, or both, in accordance with the procedure set forth in the 
“Changes” article thereof. 

2. General change order No. 102 is issued for the purpose of covering any 
changes in contract price or delivery dates, or both, up to the date of this 
general change order and general change order No. 103 is issued for the same 
purpose subsequent to the date of this general change order. These general 
change orders are designed to cover such plan deficiencies and modifications as 
the supervisor of shipbuilding having cognizance of the work under the con- 
tract may specify in a specific suborder under these general change orders. It 
is contemplated that individual suborders will be issued by the cognizant super- 
visor of shipbuilding under these general change orders to cover individual 
instances where changes in the contract price or delivery dates, or both, are 
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agreed upon between the contractor and cognizant supervisor to have resulted 
from plan deficiencies or modifications. Individual suborders under these 
general change orders shall refer to these general change orders and shall be 
serially numbered; i. e., suborder No. 1, suborder No. 2, ete. The adjustment 
of contract price or delivery dates, or both, on account of such suborders shall 
be determined by mutual agreement between the contractor and the supervisor 
in accordance with the practice currently being followed in the case of individual 
change orders issued by the Bureau of Ships. The cognizant supervisor of ship- 
building will be advised relative to the limitations established for these general 
change orders by separate correspondence. 

3. Change orders are issued as follows: 

General change order No. 102—Plan deficiencies and modifications up to the 
date of this general change order. 

General change order No. 103—Plan deficiencies and modifications subsequent 
to the date of this general change order. 

4. The supervisor only is hereby authorized to sign suborders under these 
general change orders. 

B. E. MANSEAU, 
Rear Admiral, United States Navy, 
Deputy and Assistant Chief of Bureau. 


STATEMENT OF CONTRACTORS’ RIGHT UNDER BUREAU OF SHIPS VESSEL CONSTRUCTION 
CONTRACTS TO ADDITIONAL COMPENSATION FOR CHANGE ORDERS AND OF APPEAL 
PROCEDURES AVAILABLE TO THEM ” 


During the hearings on the tugboat program there was some misunderstand- 
ing concerning the contractor’s right to compensation for changes and of our 
administrative procedures for resolving disputes. All of the contracts of the 
type concerned here contain an express provision which authorizes the Chief 
of the Bureau of Ships or his duly authorized representative to make changes 
in the plans, specifications, and place of delivery of the vessel. In each case 
the contract provides that if any such change caused an increase or decrease 
in the cost of, or the time required for, performance of the contract, an equitable 
adjustment shall be made in the contract price or delivery schedule, or both. 
If the parties are unable mutually to agree on the amount of the adjustment, 
such failure to agree is treated as a disputed question of fact within the meaning 
of the clause of the contract entitled “‘Disputes.” In such event, the contractor 
may appeal to the contracting officer. In the event the contractor is not satisfied 
with the decision of the contracting officer, he may appeal from such decision to 
the Secretary of the Navy, or his duly authorized representative for the hearing 
of such appeals. The contractor is entitled to a hearing before such board, 
at which he may be represented by counsel. The contract provides that the de- 
cision of the Secretary or his representative shall be final and conclusive; how- 
ever Public Law 356, 88d Congress, provides that no such provision may be 
pleaded in any suit as limiting judicial review of any such decision to cases 
where fraud by such officer or his representative or board is alleged, and pro- 
vides further, that any such decision shall be final and conclusive unless the 
same is fraudulent or capricious or arbitrary or so grossly erroneous as neces- 
sarily to imply bad faith, or is not supported by substantial evidence. 

Senator Gitterre. Counsel, do you have anything additional ? 

Mr. Srvirs. One final question. 

Do you feel that you could have fulfilled this contract at the price 
that you signed the contract for, had vou had the complete working 
plans without changes, if that had been frozen with full working 
plans? 

Mr. Outver. Early in the contract, that is right, sir. So we still 
feel that our troubles were subsequent to the signing of the contract. 

Mr. Srvunrs. So assuming a cost of some $70,000 for centrally pro- 
cured material, and your price of roughly $100,000, you feel that the 
Navy could have had a fag for $170,000? 

Mr. Oxtver. Yes, sir; that is right, without the change, of course, 
from the original. 





2 This statement is identified as enclosure (4) of Admiral Manseau’s letter to Senator 
Ferguson, June 8, 1954. See appendix 15, p. 261. 
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Senator Gutterre. Do the witnesses have anything more that they 
wish to present now? Have you completed ? 

Mr. Ottver. I believe that I have. 

Senator Gittetre. Do you, Mr. Brown? 

Mr. Brown. No, sir; I do not. 

Senator Gitterre. I believe you stated that the staff here has a copy 
of your contracts that you have been testifying to. 

Mr. Outver. I don’t believe we submitted a copy of our contracts. 
But we have a contract that I have just looked at that is very similar, 
evidently, except that we insisted on several minor changes made in 
our contract at the time of signing. 

Senator Giiierre. I see. Counsel advised me that the staff will 
imake certain that they have it, because it is esssential, in my opinion. 

Mr. Oxtver. Yes, sir. 

Senator Gitierre. This whole thing is based on a written contract 
or written contracts. It is essential to know what the contracts are.* 

if there is nothing further, the committee will rise and reassemble 
at 2:30 in this same room. 

Th, ink you, gentlemen. 

(W hereupon, at 12:05 p. m., the subcommittee recessed, to recon- 
vene at 2: 30 p. m., the same day. ) 


AFTERNOON SESSION 


Senator Ferauson. The committee will come to order. Mr. Olson 
and Mr. Timlin of the Olson Corp., Beresford, Fla., and counsel. 
Gentlemen, this does not apply to the lawyer, will the other gentle- 
inen raise their hands. 

Do you solemnly swear in a matter now pending before the commit- 
tee you will tell the truth and nothing but the truth, so help you God? 

Mr. Otson. I do. 

Mr. Timurn. I do. 

Senator Ferauson. We only swear the witnesses. 


TESTIMONY OF B. D. OLSON, PRESIDENT, THE OLSON CORP., BERES- 
FORD, FLA., AND A. A. TIMLIN, SECRETARY, THE OLSON CORP., 
BERESFORD, FLA., ACCOMPANIED BY KAHL K. SPRIGGS, ESQ. 


Mr. Spriacs. Have you received these statements, Senator? * 

Senator Fercuson. Yes. I have those, and they will be printed in 
the record asif read, but vou may want to comment. 

(The prepared statement submitted by the Olson Corp. is repro- 
duced on p. 77.) 

Mr. Orson. Mr. Chairman, may I read the short form one? I think 
it will enlighten you people. 

Senator Frrauson. You may be seated or stand, as you desire. 

Mr. Orson. I may be a little slow in reading this, but I will try to 
make it plain. 

Senator Frreuson. You may proceed. 

Mr. Orson. Mr. Chairman and members of the committee, I appre- 
ciate this opportunity to come before you and give you a thumbnail 


® Copy of contract retained in committee files. 
88 See pp. 83 and 89 for statements by Wm. H. Smith, Smith Basin & Dry Dock Co., and 
Mrs. Alan McDowell, American Boiler Works, Inc. 
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sketch of my unfortunate ea in the construction of ten 
65-foot steel harbor tugs for the Navy. Our company has handed 
you a _— detailed statement which will give you some idea of our 
troubles, but, of course, even that necessarily has to be condensed and 
much eliminated. 

I have grown up in the shipbuilding and ship-repair business. 
My father was engaged in it, and for over 50 years I have followed 
that business, and in all my experience I have never encountered a 
contract which was as poorly handled by the owner as this one. 

Our company entered into a contract with the Government through 
the Bureau of Ships, dated June 30, 1951, NObs—5546, to construct 
ten 65-foot steel harbor tugs for the fixed pr ice of $102,024 per vessel. 
That figure excluded the centrally procured material, which is dealt 
with in our other statement, of an estimated $114,700 per boat, or 
$1,147,000 for all 10 vessels, which made the total contract $2,167,240. 

Shortly after the contract was entered into, the Government changed 
the specifications making the vessels classified. ‘The contractor was 
required to meet the various regulations of the American Bureau of 
Shipping, Coast Guard, and other agencies. 

The vessels were to be constructed according to commercial stand- 
ards and practices not those of the Navy, which are more rigorous and 
expensive. 

Owing to lack of coordination of the plans, the first two vessels had 
alist. Vessel No. 1 had a list to port of about 314 degrees and we will 
exhibit photographs of it a little later. If we had continued with the 
plans uncorrected all the vessels would have had a list. Ultimately, 
we were paid about $54,000 to correct those lists. 

Although the Navy in its plan schedule and under its contract should 
have furnished the detailed working drawings so as not to delay the 
construction work, it failed to do that and, in addition, by reason of the 
changes failed to supply final completed plans and drawings to enable 
the contractor to bring about a completed vessel. It failed to com- 
pensate the contractor for the changes and informed it that no com- 
pensation would be made for those changes until the work on all the 
vessels was completed. 

During the course of performance numerous changes were made in 
the plans with many revisions thereof to such an extent that the con- 
tract became an experiment: al one with resultant delays in perform- 
ance of the work and increased costs. Whereas the contractor ex- 
pected to have a production contract for 10 vessels, it found itself 
engaged in piecemeal construction of custom-built vessels. 

After struggling in Jacksonville and Washington for many months, 
even bringing the matter of the innumer: ble unnecessary changes 
and errors in the plans as well as the failure to compensate us for them, 
to the attention of the then Under Secretary of the Navy Whitehair, 
Admiral Wallin, then Chief of the Bureau of Ships, and other respon- 
sible persons in the Navy, by letter dated Septeatber 26, 1952, we noti- 
fied the Navy we were ceasing work because it had failed to carry 
out its contract provisions. We stopped the work on that date. 

Considerable negotiations then ensued between us and the Navy. 
In the meantime, a stop order had been issued by the design agent, 
who was under contract with the Navy to prepare the plans, M. Rosen- 
blatt & Son, New York City, because continued work with the plans 





NAVY PROCUREMENT OF TUGBOATS 47 


as issued would have resulted in lists in the other vessels. On Novem- 
ber 8, 1952, we agreed upon a settlement in Jacksonville under certain 
conditions. The Navy added an amount of $331,000 to the contract 
for changes and for delay costs. They were later formalized by 
amendment No. 5, which is undoubtedly available to the committee 
and from which you can see the extent and magnitude of the plans 
affected by the changes. The Navy was to perfect and complete the 
plans and drawings and have them in our hands a week before Decem- 
ber 1 and were to make no appreciable changes thereafter 

The Navy could not meet that date and we extended it a week to 
December 8. Our schedule of delivery of the vessels was revised and 
the last one was to be delivered by June 15, 1953 

The claims which we submitted to the Navy for our increased costs 
and chs anges up to about the end of September 1952, amounted to the 
sum of $554,038.52. When we met with the contracting officer from 
the Navy Department and other officials of the Navy in Jacksonville, 
Fla.; it was evident they were prepared to pay us not more than 60 
percent of our figure. The amount was forced upon us on a take-it- 
or-leave-it basis. At that time we had current liabilities of over 
$200,000 aside from a great deal of centrally procured material which 
had not then been paid for and we faced bankruptcy if we did not 
agree to the settlement. 

We hoped we could operate efficiently and make up some loss upon 
the strength of the Navy’s promise to perfect the plans and have 
them in our hands so we could go ahead quickly and smoothly after 
December 8, 1952, with no appreciable changes thereafter, but unfor- 
tunately the same conditions continued unabated after December 8 
until we called a halt on April 30, 1953, and did not resume. 

Curiously enough, we learned that the Navy was able to purchase 
the centrally procured material for about $300,000 less than the esti- 
mate and doubtless this fixed the bounds of our settlement, as other- 
wise the Navy would have had to go back for more funds to the Army 
for which the vessels were being built. 

Instead of having the plans in final shape and freezing them by 
December 8, the Navy made numerous changes and revisions there- 
after in the drawings. More than 100 revisions had been made and 
received in our yard between December 8 and April 30, 1953, and even 
thereafter continued in large numbers. There was little or no regard 
to the overall coordination of the plans taken in conjunction with 
the progress of our work with the result that there were conflictions, 
errors, and gaps in the plans themselves; conflictions and inconsist- 
encies, between the plans, on the one hand, and the specifications, on 
the other, so that we were continually engaged in consultation and 
disputation with the Navy’s representatives as well as encountering 
delay, all to resolve the defects in the plans, which increased the 
contractor’s costs enormously. 

The Navy has, throughout the contract, failed to follow commer- 
cial standards and, on the contrary, has imposed the Navy standards 
of building. The vessels are to a large extent custom made and all 
would have been different, if we had completed them. 

The Navy failed to process our claims for increased costs on c- 
count of the changes subsequent to December 8 which were substsn- 
tially over $100,000. We went not only to the Navy office in Jack- 
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sonville but also to the Bureau of Ships in Washington, ae 
everyone along the line of the errors in this program, but to no avail. 
Finally, by letter dated April 30, 1953, to the Chief of the Bureau of 
Ships, we declared the contract at an end because of the breaches of 
it by the Navy. Subsequent conversations with representatives of the 
Navy were likewise of no avail and by letter dated June 5, 1953, the 
Navy notified us it intended to default the contractor within 10 days. 
Within that time, on June 10, representatives of the Navy discussed 
the case with us, our counsel, representatives of the offices of Senators 
Holland and Smathers; with Congressman Herlong, personally, and 
with representatives of the Senate and House Small Business Com- 
mittees, without success. On June 12, we indicated that since the 
Navy had shown it did not intend to correct the previous difficulties, 
it was necessary to maintain the position asserted in the letter of 
April 30. 

On June 17, 1953, the Navy attempted to default us for failure to 
deliver the vessels on time. 

We had delivered one vessel prior to April 30, 1953, which was ac- 
cepted by the Government. No other contractor, in what is called the 
first flight of those vessels, which is the flight in which we were, had 
delivered a vessel up to that time. All of them, from the information 
we have received, are experiencing the same troubles and suffering the 
enormously increased costs. We were further along than they, and to 
that extent were the first victim. Some of the shipyards in this 
program, I believe, have been enabled to perform their work perhaps 
less expensively than we because the mistakes we pointed out were to 
some extent corrected, although they made others later, and thus they 
did not suffer as much as we. 

These vessels could have been constructed far less expensively had 
the plans and specifications been crystallized at the outset with some 
degree of finality. Some changes would be, of course, inevitable, but 
not the avalanche which fell upon us and the other builders. 

One of the peculiar things in this contract is that the Navy seemed 
to adopt a 3- or 4-platoon system of defense whenever we discussed 
the contract with them. As fast as 1 team became embarrassed 
another team would come in, and at the last meeting practically every- 
body had disappeared with the exception of 2 persons, 1 of whom 
had only recently come in the program and the other of whom was 
not fully familiar with our case. 

There is present here an inherent defect in Government procure- 
ment of vessels of this kind which is costing the taxpayers of the 
United States, without excuse or justification, unnecessarily large 
sums of money. It is also ruining contractors and forcing some of 
them into bankruptcy. Unless the practice is restricted and curtailed, 
it will apparently continue to run rampant. This is not an instance 
in which the contractor failed to inform or protest to responsible of- 
ficials and waited until the day of doom was at hand before com- 
plaining. We spent 85 man-days and over $2,500 in traveling and 
making protests to responsible officials of the Navy from the Secre- 
tary on down. None of them seemed to show any interest or in- 
clination to correct the conditions which were bound to cost large 
sums to the Government, ruin the contractors, and delay, if not actual- 
ly prevent, the delivery of the vessels. It was absolutely discouraging 
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and disheartening to encounter that attitude throughout. One would 
think that the purchasers of the vessels would be interested in cut- 
ing costs, getting the best vessel possible, and assisting the contractors, 
but the contrary seemed to be true throughout. 

If you will forgive a personal note, I am now in the twilight of my 
life, which has been devoted to shipbuilding. Everything I “have per- 
sonally and in the company is mortgaged to the hilt on account of 
losses on this contract. Our company, and the few loyal men who 
have remained with me, are eking out an existence on a day-to-day 
basis with such little jobs as we can obtain owing to our depleted 
capital. One of our men is sleeping in the yard to avoid the expense 
of a watchman. Our loss on this contract has been over $400,000. 
The Navy has not paid us 1 single cent for protection and maintenance 
of the vessels in our yard from April 30, 1953, the date on which we 
ceased operations the second time, until early in January 1954, when 
they were removed to Jacksonville by the contractor to whom the 
Navy relet the work, Rawls Bros. That cost and expense were about 
$45,000. The Navy promised to pay us for that maintenance, but this 
is another promise which went by the board. If we had known we 
would not be paid for this we would have turned over the maintenance 
to the Navy in the first place. 

The questions which I ask you gentlemen of the committee to 
answer to me, an American citizen, and have been asked of me dozens 
of times by those in our community, some of whom work for me, are 
these: 

How can the Government of the United States justify giving away 
billions of dollars abroad and fail to pay American citizens at home 
producing for the defense of America the just obligations due them ? 

How can the defense agencies, including the Navy, buy defense 
articles abroad, paying cash on the bar relhead, and fail to pay United 
States citizens for equally important defense items at home ¢ 

The final question is, Are you gentlemen in Congress going to do 
something about it? If not, I am left to an expensive lawsuit which 
will take years before it is completed, and I may not be here to see 
the outcome. These men in the Navy may be happy that they have 
sunk another small shipyard and may go blithely on their way, but 
1 would like to remind them of the Golden Rule. 

Thank you very much for your patience, Mr. Chairman, and other 
members of the committee. 

Now, Mr. Chairman, this other of about nine pages, it is brief, but 
T think it still might enlighten you. 

Senator Ferauson. We are going to make it part of the record. 

(The additional statement submitted by Mr. Olson is reproduced, 
beginning p. 77.) 

Senha Smatuers. Mr. Olson, let me ask you a few questions, if 
I may, please, sir. 

You stated that you had been in the shipbuilding business for some 
50 years. Have you ever constructed any ships for the Navy prior to 
this contract ? 

Mr. Otson. Well, I built a sectional ship or half of a sectional ship 
for the Navy, about a 10,000-ton ship, or something like 800 tons of 
fabrication. 

Senator Smatuers. Have you done any work for the Armed Forces 
aside from this sectional ship ? 
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Mr. Otson. Yes, sir; several million dollars. 

Senator Smarners. And where have you done this? Where was 
the work done? 

Mr. Orson. Most of this particular work that Iam mentioning now 
was done at Beresford: the same place. 

Senator Smaruers. Just outside of De Land? 

Mr. Orson. Four miles outside of De Land. 

Senator Smarnuers. Have you ever had any difficulty with the Navy 
on these prior contracts ¢ 

Mr. Otson. No. 

Senator Smaruers. Has the Navy always paid you promptly and 
given you specifics ations which you could follow? 

Mr. Ouson. Yes, sir. 

Senator Smaruers. And at the time that you entered into this, 
there had been no disagreement between you and the Armed Forces? 

Mr. Otson. None whatever. 

Senator Smaruers. Now, at the time that you entered into this con- 
tract with the Navy to build tugboats, did they at that time have a 
final plan and spec ifications for them ? 

Mr. Orson. They had what we call a contract plan and a prelim- 
inary plan that you could bid from. 

Senator Smaruers. Did they tell you that that was a preliminary 
plan, ora final plan, or r just what were you told? 

Mr. Orson. It was a plan with the exception of the details. 

Senator Swariers. It was a plan with the exception of the details? 

Mr. OLson. Right. 

Senator Smaruers. Were any changes made from the original 
plan during the course of the contract ? 

Mr. Otson. Well, there was a continuation of changes, hundreds 
of changes. 

Senator Smaruers. Were the changes major or minor? 

Mr. Otson. Major and minor. 

Senator Saaruers. At the time that you intered into this contract, 
did they tell you that there would be many changes? 

Mr. Orson. No, sir. The contract called for some changes, slight 
changes. We expect that. Any boatbuilders that build boats know 
from time to time there will be changes, but not major changes in a 
great number. 

Senator Smatuers. Who was it that was making these changes for 
the Navy? 

Mr. Orson. Well, this came to us both through the Rosenblatts, 
of the designs, the architect, and the superintendent of ships at Jack- 
sonville, or from Washington. 

Senator Smatuers. Mr. Rosenblatt—was his representative there at 
your yard? 

Mr. Orson. No, sir. We asked that that be done. It was not done. 

Senator Smatruers. How would you get notice of changes that had 
to be made in these tugboats? 

Mr. Orson. We would get notice either by letter or by change of 
plans. 

Senator Smaruers. Do you have any of those notices with you? 

Mr. Otson. Yes, sir. 

Senator Smaruers. How many of them do you have? 

Mr. Orson. Mr. Timlin is the secretary. IT wouldn’t say. 
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Senator Smaruers. Approximately how many / 

Mr. Timur. I can produce them. I don’t know whether I have 
them right here. Most of those changes came on receipt of plans, and 
we interpreted the plans; there were a lot more changes than were con- 
templated in the original contract. 

Senator Smaruers. The reporter can’t hear you, Mr. Timlin. Will 
you kindly speak a little louder / 

Mr. Timuin. Most of the changes came through plans, upon receipt 
of the plans. 

Mr. Orson. The changes were more than 200. 

Senator Smaruers. There were more than 200 changes ¢ 

Mr. Ouson. Yes, si 

Senator Smaruers. In this contract. What I am trying to get at 
is this: Were you given any notice at the time io at you entered into 
this contract that you would have to be confronted with these many 
changes ? 

Mr. Ouson. No, sir; none whatever. 

Senator Smaruers. Were you led to believe that when you saw the 
original plan that it was substantially the plan that you were to follow 
in building the tug ¢ 

Mr. Otson. Yes, sir. 

Senator Smaruers. Now let me ask you this question about the price 
that was agreed upon. How did you people arrive at a price as to how 
much each tug would cost ? 

Let’s dwell for a minute on this matter of negotiation as to the 
price. Did you submit a bid? Was that the way this went? 

Mr. Otson. Yes, sir; we submitted an estimate. 

Senator Smaruers. And did they accept your original estimate? 

Mr. Orson. No; they did not. 

Senator Smaruers. What did they do? Did they just turn you 
down flat ? 

Mr. Otson. The specifications, the bid form, allowed you to put 
in an escalation clause that was in there. There were 2 fillouts, 1 
without and 1 with. 

We were asked to come to Washington. We were one of the pros- 
pective, supposed to be one in line. When we got into Washington 
they told us the escalator clause was dropped completely. They would 
take the low bid only, no escalation. 

Senator Smatuers. And they told you it was a low-bid job from 
that point on ? 

Mr. Orson. That’s right. 

Senator Smarners. How much lower did you finally bid when you 
got the contract, from that which you originally bid? 

Mr. Otson. About $15,000. 

Senator Smatuers. Fifteen thousand ? 

Mr. Orson. Per boat. 

Senator Smaruers. Per boat. Is it your opinion now that if the 
Navy had followed through with their original plans and specifica- 
tions for these tugboats, that you could have built them and come 
out with a profit ? 

Mr. Orson. Yes, sir; if they had supplied the plans or given us the 
plans even 6 months after we started, and the plans would have been 
in accordance with standard marine practice with the types of vessels 
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that we bid on, we would have completed them on time and would 
have made a few dollars. 

Senator Smaruers. I am not a shipbuilder, nor particularly a Navy 
man, except that I was connected with the Marines, so you will have 
to educate me a little bit. What do you mean when you talk about 
custom built as distinguished from commercial built? 

Mr. Otson. Well, commercial is practically what I am talking of. 
Commercial standard, which is regular marine practice of vessels of 
this type, work boats. 

Senator Smarnuers. What is the difference between commercial 
standard and Navy standard ? 

Mr. Orson. Well, there is a lot of dolling up, there is a lot of extra 
finished nuts, we will say, that costs a lot of money in the polishing 
and added features that don’t come into a work boat. 

Senator Smaruers. At the time that you entered into the contract, 
were you advised that it would be done according to Navy standards 
or commercial standards ? 

Mr. Otson. Commercial standard. 

Senator Smaruers. Was that in the contract 

Mr. Oxtson. Yes, sir; we have a letter on that here. 

Senator Smatuers. And do you have such a letter with you? 

Mr. Timurn. Yes, sir. 

Senator Smaruers. And it did state that it would be done accord- 
ing to commercial standards ? 

Mr. Orson. Yes, sir; that statement was made before I even at- 
tempted to sign the contract. 

Senator Smarners. And your testimony now is that it was not 
done according to commercial standards, but according to Navy 
standards ? 

Mr. Ouson. Yes; and above some. 

Senator Smaruers. Is it then your contention that that is what 
made the price of these tugboats so Ligh ? 

Mr. Orson. That, along with the changes, the delay of the changes. 

Senator SMaruers. Now was there ever a final specific draft or 
drawing of these tugboats given to you? Did the Navy finally say, 
“This is what we want in final form”? 

Mr. Orson. No, sir. 

Senator Smaruers. Do you know whether or not they have such a 
final draft at this time? 

Mr. Orson. They do not to my knowledge, to the best of my know]- 
edge. 

Senator Smarners. What was the explanation that they gave you 
when you were told that further changes would have to be made? 

Mr. Orson. I will make a statement that was made to me by an 
officer of the Navy in Jacksonville when I made my delivery of my 
first boat, and I think that will probably answer the question the best 
that I can answer it. An officer in the Navy, of Jacksonville, and I 
can give you the name if you want it 

Senator Smaruers. Just tell us what he said. 

Mr. Orson. He went into my office and called me over and praised 
the boat that we had built and said that now that we had built a nice 
boat and were tickled with it, they were surprised that we had put 
out the kind and type boat that there was. He hoped that in the 
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future, politics of such a nature of the different people who were con- 
nected with the architects and the Navy and the Army would be left 
out of the picture of design in making this boat, and he said he hoped 
as one that he would carry out his part if he could, and they would 
freeze the plans and we could continue building the boats. 

Senator Smaruers. Were those plans frozen at the time that you 
completed the first boat ? 

Mr. Otson. No, sir. 

Senator Smaruers. Were they changed between the time you com- 
pleted the first boat and the time that you were working on the second 
boat ? 

Mr. Orson. Yes, sir. 

Senator Smaruers. At the time that you completed the first boat, 
how much did that boat cost as compared to what you originally 
estimated it would cost under original plans? 

Mr. Orson. Mr. Timlin can answer that. I would say $25,000 
more. 

Mr. Trmurn. It was increased roughly I would say about 75 percent. 

Senator Smaruers. What was that figure? 

Mr. Trmurn. With the changes that occurred, correcting the list, 
it was increased up to 75 percent. 

Senator SmMaruers. In other words, from what you people origin- 
ally thought the tugboat was going to cost, that is taking one, we will 
say the No. 1, by the time you had completed that one in Jacksonville, 
it had increased in cost 75 percent ? 

Mr. Trmuin. Yes, sir. 

Senator Smaruers. Did that represent any greater profit to you 
people ? 

Mr. Trmurn. No, sir. We weren’t compensated for the changes and 
the delays that were incurred and those increased costs. 

Senator Smaruers. You were not compensated for the changes 
and the delays? 

Mr. Trmurn. No, sir. 

Senator SmMaruers. Were these changes primarily changes in fix- 
tures and things of that nature ? 

Mr. Trutrn. In all phases of construction. 

Senator Smatuers. We will have to recess the hearing for 10 min- 
utes while we make a rollcall. 

(A short recess.) 

Senator Smatuers. The committee will come to order. 

Mr. Olson, at the time we recessed I think you were talking 
about 

Mr. Orson. Negotiations. 

Senator Smaruers. Negotiations relating to the increase in price. 
I wonder if you would give us details of the original negotiations as 
to whether or not you have a contract. 

Mr. Orson. Can Mr. Timlin read that? We have that statement 
of fact. 

Senator SmatuHers. Whose statement is it? 

Mr. Orson. It is mine. 

Senator Smaruers. Your statment. All right. 
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Mr. Timiin. This statement is entitled “Negotiations for the Tug- 
boat Contract”: 

Also received an invitation from the Bureau of Ships dated May 21, 1951, to 
submit estimates covering 65-foot steel diesel harbor tug. The time of sub- 
mission was not later than June 6, 1951, and the Navy negotiator was Mr. J. G. 
Milliken. 

The invitation was amended and extended to June 11, covering 45-foot and 
100-foot steel tugs as well as 65-foot passenger-cargo boats. All vessels involved 
mandatory centrally procured items of substantial amount. Those items were 
to be paid for by the contractor and were thereafter to be reimbursed for by the 
Navy. Olson was informed by the negotiator that he should omit profit on the 
centrally procured material as the inclusion of such would prevent him from 
being competitive. The estimate of centrally procured materials on our contract 
was determined by the Navy to be $114,700 per boat, or $1,147,000 for all 10 
vessels, all of which we were expected to initially finance free to the Navy and 
with no profit to us. 

Senator SmaruHers. Let me just ask you a simple question. Where 
were you going to get your profit if this was the original contract? 
Where did you anticipate making any money out of this? 

Mr. Truiry. Only on the contractor’s furnished part of the con- 
tract. This contract was more or less divided in half, let us say. The 
contractor was furnished the material for the hull and that type of 
basic material, and the main engine and the machinery was furnished 
through centrally procured. 

Senator Smaruers. And you would make profit on those items 
which you, as the contractor, furnished ? 

Mr. Trmurn. That’s right. 

Senator Smaruers. From that which came out of this central 
supply ? 

Mr. Orson. And the labor. 

Senator Smaruers. And you would make a profit on the labor, but 
other than that, those materials which came out of central supply, the 
Navy would furnish those ? 

Mr. Timiin. They designated a central procurement agent who pro- 
cured these materials, and the contractor paid for them and was reim- 
bursed by the Navy. 

Senator Smatuers. At the time that you were negotiating, did they 
inform you that any of these changes that might be foreseen—ob- 
viously in all these contracts there are some changes—that you were 
permitted any profit on any of them ? 

Mr. Trimix. Of course those changes are an intangible thing, but 
the contract does provide a profit on changes, and provides and limits 
profits on change orders to 7 percent. 

Senator SmaruHers. That is what it is limited to. It doesn’t guar- 
antee that you should have a profit. 

Mr. Timirn. No, sir. 

Senator Smaruers. In other words, it is limited so that it will not be 
above 7 percent. 

Mr. Trmuin. That’s right. 

Senator Smaruers. Let’s talk about the first tug that you built. 
Did you make any profit whatsoever on any of those changes, do you 
recall ? ‘ 

Mr. Timuin. No, sir, because we settled for less than our claims. 

Senator Smaruers. You settled for less than your claims? 

Mr. Timuin. That’s right. 
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Senator Smaruers. Did you settle for enough to cover for actual 
out-of-pocket expenses for buil ling the tugboat / 

Mr. Timurn. No, sir. 

Senator Smaruers. Why did you settle? 

Mr. Timurn. At the time that we settled, as Mr. Olson said in his 
statement, we faced bankruptcy and we were forced to accept the 
settlement. 

Senator Smavruers. Was it after you made this first settlement that 
you entered into future contracts with the Navy, or was it then that 
they agreed that they would give you more accurate specifications, if 
you people would continue with the work / 

Mr. Timuin. That is correct. 

Senator Smaruers. And this practice of changing the specifications, 
was that improved any! Were there less changes after that / 

Mr. Timi. It continued even at a greater rate. 

Senator Smarners. Well, | presume that you are testifying for 
Mr. Olson. This is somewhat informal, but this would be the same 
answer that you would give? 

Mr. Otson. Yes, sir, the same answer. 

Senator Smaruers. I know who you are, but let’s identify yourself 
for the record. 

Mr. Trmurn. I am secretary of the Olson Corp., Alfred A. Timlin, 
and I am also manager of the shipyard that is handling this contract. 

Mr. Sruurs. I would ask Mr. Timlin to continue testifying on his 
negotiations, because that is first. 

You submitted estimates of $117,000 a boat without escalation, 
$102,000 per boat with escalation. Is that what you got the contract 
for / 

Mr. Timuin. We got the contract for the $102,000 without any pro- 
vision for escalation. 

Mr. Sruuts. So the Navy pulled you down some $15,000 per boat ? 

Mr. Trmuin. That is correct. 

Mr. Sruurs. How did they do that? Did they indicate that there 
were other people lower than you? 

Mr. Trmuin. Yes, they told us we were out of line with other 
bidders. 

Mr. Sruurs. This committee received testimony this morning that 
one of the other bidders had been so informed also. Did you come 
down $15,000 in one fell swoop or did they keep nibbling at you? 

Mr. Timutyn. No, sir, there was much negotiation went on, and we 
went from 8 boats to 24 boats and back. ‘These were figures for 8 
boats to 24 boats and back to 16 boats, and finally it worked itself 
down to 10 boats for the figures given. 

Mr. Sruurs. Who was the person.who contacted you at this time? 
Was there one specific man ? 

Mr. Timuirn. We dealt only with Mr. J. G. Milliken. 

Mr. Struts. Mr. Milliken who is contracting negotiator for the 
Bureau of Ships; is that right ¢ 

Mr. Timur. I understand that is it. 

Mr. Struts. That is here in Washington / 

Mr. Trmurn. That is in Washington. 

Mr. Siutrs. You came up here? 

Mr. Otson. Yes, sir. 

Mr. Sruurs. How long were you here negotiating the contract ? 
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Mr. Trmurn. A matter of 4 or 5 days, I would say, for the initial 
part of it. , 

Mr. Srutrs. You have testified already that during all of this time 
when you were talking pretty exact figures, you were still talking 
pretty abstract plans to the extent at least that you understood that 
they were to be commercial standard vessels; is that right? 

Mr. Timur. Yes, sir. 

Mr. Sruurs. And you gave the figure of $102,000, figuring that you 
could get all 10 of them pretty much on the ways and go right through 
them insofar as possible in a production line? 

Mr. Timurn. That’s right. 

Mr. Struts. We subsequently will take this up by later questions, 
but you were not able to do that at any time, were you, to prefabricate 
a section and put in all 10 of your vessels? 

Mr. Timuin. No, sir. 

Mr. Stunts. There were changes that precluded that practice. 

Mr. Tron. Yes, sir. 

Senator Smaruers. Let me ask you this question. At the time that 
you accepted the contract to build these tugboats for $102,000 per tug- 
boat, was it your opinion that you could build them for that price 
and make a profit ? 

Mr. Trmuin. You are asking me that question, sir ? 

Senator Smatuers. I am asking you that question. 

Mr. Trouin. I am going to say this. I am going to make a little 
statement on that. 

We had been experienced in the building of Army tugboats and we 
had built quite a number of them, and it was only shortly before we 
came to Washington that the Navy was given the job of procuring 
the Army tugboats. 

These plans and specifications were similar and identical with the 
type of plans and specifications that we were familiar with. 

Senator Smarnuers. In other words, these plans which they sub- 
mitted to you at the time that you entered negotiations to see what 
the price would be—— 

Mr. Trmuin. Yes, sir. 

Senator Smaruers. Were they identical with plans for tugs which 
you people had previously built? 

Mr. Timur. Yes, sir. 

Senator SmatuHers. Did the Navy represent to you at that time that 
that would would be the final plan of the tugboat ? 

Mr. Trin. We knew that those were the contract plans. There 
was no indication that basically the working drawings would change 
them. 

Senator Smaruers. All right; now go ahead, answer my question 
about making a profit. 

Mr. Trmuin. And we felt, although we were negotiated downward 
to a narrow margin, that if we were allowed to build the boat on which 
we bid, we would perform it successfully and make a small profit. 

Mr. Sruurs. Was your yard and other yards in your area that you 
knew about flooded with work, or were you looking for work? ~ 

Mr. Truurn. Well, we were making a living, but we were looking 
for ways of expanding our facilities and doing more work. We are 
always open for more. 
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Mr. Sruuts. Here you say you would make some profit on $102,000. 
You would figure a pretty good profit then at $117,000. 

Mr. Trmiin. Well, let me explain the reasoning behind that. ‘These 
invitations to bid were at that time and continued for some time after 
that to, let me say, to entice the contractor to bid in two ways, to 
bid a low figure in which here would be a provision for escalation for 
increase in materials and labor, and to bid a high figure on which 
there would be no escalation, therefore would become a fixed price. 

But, when we got to Washington, the thing was more or less re- 
versed. They said there would be absolutely no escalation. 

Mr. Sruuts. So you thought that, say $15,000 cushion per vessel, 
would protect you in a Korean emer gency period from steel increases, 
increases in price of labor, hiring away of your labor by other defense 
industries, and that sort of thing? 

Mr. Timutn. That is correct, sir. 

Senator Smaruers. Let me ask you this question: Were you ever 
given, I think the technical name is a prototype of this tug ? 

Mr. Tru. No, sir. 

Senator Smaruers. Were you ever given a final form of the tug 
to build? 

Mr. Timur. No, sir. 

Senator Smatruers. At the time that you entered into the contract, 
did you know who the designer was going to be ? 

Mr. Trmuin. Yes, we were informed at the time of the invitation 
to bid. 

Senator Smaruers. And who were you told would be the designer? 

Mr. Trmutn. M. Rosenblatt of New York C ity. 

Senator Smaruers. Had you ever had any experience building ships 
for him before ? 

Mr. Timuin. No, sir. 

Mr. Forsyrue. Did you know they had a contract at the time you 
made a contract with Rosenblatt, or were you just told that? 

Mr. Timuin. We were just told that. 

a eee Smatners. How much money did you people claim that 
the Navy owes you? 

Mr. Timur. Slightly over $400,000. 

Senator Smaruers. In that figure, what do you have included in 
there? Cost of materials and labor? 

Mr. Trmurn. Our losses incurred on the contract due to the changes 
and delays and damages caused by them. They also included that as 
a cost to us of the maintenance and preservation of these vessels, since 
we stopped work last year, the use of our yards and other contingencies. 

Senator Smariers, When you made such a claim to the Navy, what 
answer did you get? 

Mr. Truuiy. Well, when we stopped work on May 1 of last year, we 
tried to get them to negotiate or adjudicate our change orders that 
we had pending, and include the delay damages resulting from them, 
and we were turned down cold. 

Senator Smatrers. Who turned you down cold? 

Mr. Timur. Well, the Navy. 

Senator Smarners. Who, in the Navy? 

Mr. Trmutn. The contracting officer. 

Senator Smaruers. And who is that, Milliken ? 

Mr. Trmurn. No, sir; I believe it was, at that time, Mr. Harrison. 
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Mr. Sruurs. That mn up here rather than through your supervisor 
of ship building at Jacksonville ¢ 

Mr. Timur. I beg your pardon / 

Mr. Sruurs. Did you go to the supervisor of ships in Jacksonville? 

Mr. Timur. We came to Washington. 

Mr. Sruvrs. Had you not sent some of these change orders to Jack- 
sonville to the supervisor of ship building there / 

Mr. Trin. They were all sent to Jacksonville, sir. 

Mr. Sruurs. You felt you had to come up here to speed them up? 

Mr. Timur. Yes, sir. 

Mr. Sruurs. What was your experience in the adjudicated change 
orders? How long from the time you submitted a change order esti- 
mate until the time that you mutually agreed upon a figure for a 
specific change order ? 

Mr. Truurn. Well, I will go back to our first change order that we 
ever submitted on the contract. We submitted on October 29, 1951; 
we finally received the money for it on or about December 8, 1952. 

Mr. Srvuvrs. Fourteen months. 

Mr. Truur. Yes, sir. 

Mr. Sruurs. That represented largely money you had paid out and 
you had been financing the Navy to that extent ? 

Mr. Timuinx. There is much more involved, but that is just an 
example. Then I will go on to say when we came to Washington in 
April, late April of 1953, to try to obtain adjudication of the change 
orders that were then current, as we might say, there were a large 
number of those that had been submitted in December of 1952. 

Mr. Stuuts. They were still up here? 

Mr. Truur. That’s right, sir. 

Mr. Srvtrs. They had gone through the supervisor of ships at 
Jacksonville without his rec andi ation, or how did they get here? 
As I understand it, the supervisor of Ripbuilding at Jacksonville 
could authorize payment. 

Mr. Train. T understand that, but he didn’t do it. I mean, I can’t 
say that with authority. 

Mr. Srvvrs. In any event, they were not left in Jacksonville. They 
were sitting up here waiting for you when you got here. , 

Mr. Timutin. That’s right, sir. 

Senator Smatuers. T am a little vague on what the change orders 
were all about. Just give me an example of some of the changes. 

Mr. Orson. May I answer that question ? 

Senator Smatriers. Yes, sir, Mr. Olson. 

Mr. Otson. The change orders started in the beginning of laying 
out the boats. In the first place. the main engine was changed. It 
was fully understood by us that there would be a General “Motors 
engine. The layout on the floor was made and plans for that par- 
ticular foundation was made and it was changed to a National, way 
after many months. 

Senator Smatruers. What year was this? 

Mr. Orson. That was in 1952 and 1951, through that year. The 
changes were made right on through. 

Senator Smarners. From General Motors to a National engine? 

Mr. Orson. Atlas engine. The engines were one of the changes. 
They made a great number of changes. There was no consideration 
taken of the fact that the engine, the balance or the center of gravity 
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was not in the center of the engine, and the planning engineers didn’t 
take that into consideration, and we went along for months trying 
to show the N: avy people at our yi ards and others that the boats were 
not going to turn over probab ily, but to a great extent a great degree 
of list through the putting of this engine in and leaving the other 
connecting links to it. There is a picture I offer as e ‘vidence. 

Senator Saatruers. That will be made part of the record. 

Mr Otnson. Let me cive you two, if vou don’t mind. This gives 
you the number of boats that were involved. 

(The photographs referred to are retained in the files of the com- 
mittee. ) 

Senator Smaruers. What other changes were there ? 

Mr. Ouson. There were changes in the steering gear, changed from 
electric steering gear to a hydraulic electric, which caused quite a dif- 
ference in the weight and contributed to the same degree of inaccu- 
racy to list the boat. 

Senator Smarners. Did you ever have any changes which required 
you to tear out one thing which you had done and replace it with 
something else / 

Mr. Orson. Many over and over. One change conflicted with an- 
othe You start one and before you got that, von would get a new 
plan and have to take out what you did twice. 

Senator SmMatrurrs. Give me some illustration of hange which 


required vou to tal 


SOT thine else 

Mr. Orson. I will go over two for you. One was the storage lock- 
ers which were sup yposed to have been standardized, and they gave 
Us permission to go ahe: ad without the plans and make al complete 
storage space In these different e mpartme nts. 

We made up a drawing and submitted it to the Navy and they ac 
cepted it. We went ahead with that and built up all of this shelving, 
stanchions, and had them galvanized. 

Senator Smaruers. You say the Navy accepted your plans on it? 

Mr. Orson. Yes, sir, and we made them up, and several months 
later when we got to install them, we got change orders that threw 
away three-fourths of that material and changed that completely. 

Senator Smatuers. Did you have to tear out those lockers which 
vou had already built ¢ 

Mr. Ouson. We either tore them out or cut them up. Some of them 
we used as some of the parts. Most of them we couldn’t use at all. 

Senator Smatuers. Did you tell the Navy if they changed the 
orders on the lockers, for example, it would mean that you would 
have to tear out what you had done and replace them with new ones ? 

Mr. Onson. Yes, sir. 

Senator Smatuers. At creat expense. And what did they say ? 

Mr. Otson. Follow the latest plan, latest revision. In other words, 
it was a mandatory thing. I will give you one other—— 

Mr. Stouts. Excuse me. Right there, Mr. Olson, weren’t you paid 
completely for that? 

Mr. OLSON. No. 

Mr. Struts. It seems to me that is pretty open and shut. 

Mr. Oxson. Well. we got a settlement at one time of $331,000, We 
asked for five hundred and some thousand and we took a licking be 
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tween the two, so we didn’t get paid for it. We got a partial payment 
which we will say is 60 percent. 

Mr. Sruits. How come that was such a big amount? Were you 
not submitting each time they would say, “Tear out the storage 
lockers here and put in a new set,” wouldn’t you say, “That cost me a 
thousand dollars,” and be able to put it down pretty much in dollars 
and cents 4 

Mr. Oxtson. Well, we did. We submitted prices but they were not 
carried out. They just held them by and we kept working trying to 
carry on our work until we did shut down, and that shut- down delay 
runs into $331,000, probably instead of $200,000. We were shut down 
for months. 

Mr. Srutrs. You have heard on contracts similar to this that the 
problem the Navy has is they would like to settle these things rapidly 
and promptly, settling them one by one rather than getting a million 
dollars in claims thrown at them. 

Was it your fault these claims weren't getting up to Jacksonville, 
in time? 

Mr. Orson. No, sir. I would like to submit to you the schedule of 
them, if you want it, when we submitted them and when we got paid 
for them. 

Senator Smatuers. Just tell us in vour own words. 

Mr. Stuurs. How soon after you ripped out that locker, can you 
tell us that, Mr. Timlin, those storage lockers, how soon did you 
send that up to Jacksonville, roughly ? 

Mr. Timiry. Well, would you permit me to just run down through 
the list here? I will prob bly run across that one without having to 
dig through it. I will start out first change order after resuming the 
work in 1952, submitted to the Navy on December 10, 1952, final action 
by the Navy, received by us on May 8, 1953. 

Mr. Sruuts. Six months. Was that for a great big thing? How 
much an amount on that ? 

Mr. Trmuin. That was a matter of $1,800. 

Mr. Sruurs. It took them 6 months to fix up $1,800 for you? 

Mr. Timi. The next one was in the amount of $4,471, was submit- 
ted on December 8, 1952, the adjudications received by us on April 17, 
1953. 

The next one was a matter of only $500, $503, submitted on Decem- 
ber 10, adjudication received by us by May 11, 1953, after we were 
forced to quit due to lack of other things. 

One of the things that forced us to quit, you will notice the time 
elapsed there that these adjudications were received by us after we 
were forced to stop work. 

Mr. Srurrs. Now, how big a percentage on those things? Did they 
all run 60 pereent’ Did they all run a hundred or was it somewhere 
in between ¢ 

Mr. Timurn. Well, they would run no better than 60 percent; I can 
say that. 

Mr. Stuurs. Even though you were forced to scrap materials that 
you had bought and were able to show man-hours ? 

Mr. Timuin. Yes, sir. 

Senator SmarHers. Let me ask just two sets of questions here and I 
will be through. 
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Mr. Olson, as I understand it, these tugboats were built because of 
the emergency in Korea. 

Mr. Otson. Yes, sir. 

Senator Smatuers. ‘There were some—— 

Mr. Orson. We understood that. 

Senator Smaruers. There was some need for haste, I presume. 

Mr. Otson. We worked that way. 

Senator Smaruers. In your opinion, as a shipbuilding man, who 
had built ships for 50 years, could you see any great difference in the 
lockers which you people put in and that which the Navy recom- 
mended ¢ 

Mr. Ouson. No, only they were more expensive. 

Senator Saaruers. You mean the ones of the Navy ? 

Mr. Orson. Of the late plan; yes, sir. 

Senator Smaruers. Did that cause delay ¢ 

Mr. Orson. ‘They were very elaborate. 

Senator Smaruers. Did that delay you in completing the boat ? 

Mr. Orson. It delayed us a lot. 

Senator Smaruers. Did that make the boat any more seaworthy 
having the lockers 1n it ¢ 

Mr. Otson. None, whatever. 

Senator Smaruers. Did you think that would have helped any- 
body in Korea having those new lockers in there, rather than the ones 
you people had already put in ? 

Mr. OLSON, No. 

Senator Smarrers. In other words, would you say that most of 
these change orders resulted, obviously, in great delay in carrying out 
this program ¢ 

Mr. Otson. 75 percent of them did. 

Senator Smaruers. Mr. Olson, how many people did you have 
working in your yard in 1951 and 1952 ¢ 

Mr. Oison. 275, approximately. 

Senator SmarHers. And how many people do you have there now ? 

Mr. Oxtson. None, not any. We have an engineer, we have a skele- 
ton force. 

Senator Smarners. Would you say that the mixup on this particu- 
lar contract was detrimental to that area around De Land? 

Mr. Ouson. To a great extent. 

Senator Smaruers. I have no further questions. 

Senator Frrevson. Who really was in charge from the military 
standpoint ¢ 

Mr. Otson. Well, we were directly under the resident inspector at 
our yard, who was a lieutenant. 

Senator Frrevson. But the inspector would be responsible. 

Mr. Orson. Then he was directly under the Supervision of Ships 
in Jacksonville, and the Supervisor of Ships in Jacksonville was di- 
rectly under both New York and Washington, as I understood it. 

Senator Frrevson. Will you just tell me one thing. These lockers 
that you put in first, were they according to plans and specifications 4 

Mr. Orson. The first ones, ves, sir; they were accepted. 

Senator Fereuson. And then you put them in. Then there is a 
change coming along to take them out and put in other lockers? 
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Mr. Oxtson. They were so late with the plan, and when they came 
in they insisted that we forfeit, throw away what we had made to such 
an extent that we didn’t recover over 20 percent of the material at all 
of the work that we had done, was thrown overboard, and they were 
insistent and compelled us to make the change. 

Senator Frereuson. This was in a tug? 

Mr. Ouson. Yes,sir. I would like to give you one more if you would 
wish. I would like to give you one on, not particularly air condition- 
ing but the air ducts in connection with the cool-air system that the 
boat had, the air, forced air. 

The forced air, they allowed us to 20 ahead with the first plans. 
At a later date I was told by Mr. Rosenblatt himself that he couldn’t 
see how we could get it in after certain changes had been made, but 
he was endeavoring to make these plans to where we could get them 
n. but the Navy had taken it out of his hands and that I would have 
to wait for the plans, and I waited for the plans several months and 
to such an extent that we « hanged them three times, and they never 
were able to put them in like the final plans. They are not today—— 

Senator Frereuson. You don’t want to say that the United States 
Navy doesn’t know how to build a tugboat ¢ 

Mr. Orson. I wouldn’t say that they didn’t know how to build 
tugboat. 

Senator Frreuson. Isn't that what this amounts to / 

Mr. Otson. I would say that they went to the extreme to build this 
boat, and somebody through the lines of the Navy was adding to it 
and taking from it and making changes that I have never seen before 
mn my life, and I have built several hundred boats of all types. 

Senator Frercuson. You have been in the boat-building business 


] 
now lo of 


Mr. Outson. Well, I started when I was 6 years oO to hold a flat 
iron, and I have continued to serve my setaadiaahay' in my own yard. 
! worked with several other yards. 

Senator Ferguson. Have you ever seen or helped to build any tug- 
boats before / 

Mr. Orson. I built about 40 during the war for the Army. 

Senator Fereuson. Have you any idea what happened here? What 
was wrong with this? We have had testimony from another yard out 
in Missouri. What was wrong on these tugboats? Was the architect 
incompetent or what is their difficuity ¢ 

Mr. Orson. It may be that the architect, I think the architect—I 
will say this, gentlemen. I think the architect is good. 

Senator Fereuson. You think he is good ? 

Mr. Orson. I think he is good. Lots of his plans are perfect. But 
the changes probably didn’t come from him. 

Senator Frreuson. That is what I am trying to find out. Who is 
responsible for making all these changes in these tugboats ? 

Mr. Orson. I don’t know, but I do know that they « came so often 
until nobody saul build a boat under the condition, not for the price, 
or anywhere near it. 

Senator Frreuson. So that is why you actually quit. You canceled 
the contract because of the multitude of changes? 

Mr. Orson. Changes were so great, and not being paid for, the 
progress payments wouldn’t make payroll. The progress payments 
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got to where there wasn’t anything, the change orders were so great 
and we didn’t get paid for the change orders, so that we weren't going 
to do anything. 

Mr. Srutrs. You mean you might work for 2 weeks and still 1 week 
have 75 percent completion and 3 weeks later, with the full force, 
it would still be 75 percent ? 

Mr. Orson. Could be with the changes it would deteriorate and 
work the men—vou see men don’t work—1 think all of you gentlemen 
know that a man likes to do something when he gets on the job, when 
you give him orders. 

When you have him tear out his work he did yesterday and you 
give him a new instruction to make this ch: ange and he mi: ake 3S it, and 
the following day the foreman goes in and says, “Wait a minute, 
Mr. Olson said this was the change,” he says, “yes, this is another 
change now.” well, that fellow gets to where he don’t do. It just 
demoralizes the whole gang. 

Senator SMarHers. I thought I had finished a minute ago, but you 
mentioned something about air conditioning. Did this tugboat have 
air conditioning ¢ 

Mr. Orson. No: it was forced draft, forced air. 

Senator Smatuers. Do you remember the size of the water cooler on 
the tugboat ? 

Mr. Ouson. Well, it has a regular standard water cooler which is 
used in a commercial building. 

Mr. Struts. How many men in the crew of that boat ? 

Mr. Orson. Six. 

Senator Smarners. And they used a water cooler that was large 
enough to take care of how many men, would you say / 

Mr. Otson. We don’t have the exact information on it, but I would 
say 250. 

Senator Frreuson. They had quite a job getting those on that 
boat. 

Mr. Otson. Well, they are in there, the coffee urn and that. 

Senator Smatuers. Now what size was the stove, Mr. Olson? 

Mr. Orson. It is a 22-man stove, and it weighs about a half a ton. 

Senator Smatruers. How many members of the crew do you have? 

Mr. Otson. Six. 

Senator Smaruers. Did you ask them why they needed such a water 
cooler ¢ 

Mr. Onson. I did. 

Senator Smatruers. And why they needed such a big stove? 

Mr. Orson. I tried to get them, and naturally we don’t try to build 
what we want but we tried to talk them into commercializing and 
standardizing this boat. We asked that they put a coil in the refriger- 
ator and leave off the big water cooler in there, and then added fea- 
tures that caused us trouble, anything electric on the boat. 

Senator Frercuson. How much does this coffee urn hold? How 
many gallons would that thing hold? 

Mr. Otson. Three gallons. 

Senator Frreuson. This one? | Indicating.) 

Mr. Orson. Well, it could be 5 gallons. You see, a coffee urn has a 
big outside because it is insulated—big enough for 200 people. 

Senator Frrevson. Big enough for 200 people? 

Mr. Orson. Yes, sir. 
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Senator Ferauson. Then there wouldn’t be any doubt about making 
enough coffee to keep six awake. 

Mr. Oxson. No. 

Senator Smaruers. Let me ask you one other question, Mr. Olson. 
You testified as to the size of the water cooler. Did it have a refrig- 
erator on there, too / 

Mr. Orson. Yes, sir. 

Senator Sararuers. How big was the refrigerator / 

Mr. Orson. The refrigerator wasn’t too large. They made certain 
changes In} i. though, that altered the original price, and the change 
made in it, to such an extent we only got one bidder at the last change 
on account of the motor, or some change in it, and it cost us three- 
hundred-some dollars instead of $150. 

Senator Sararivers. Three hundred and fifty dollars for the refrig- 
erator in that boat 4 

Mr. Ouson. Yes: sir; and only 1 company in the State would 
give us a price on it after they had quoted the first 2 times. 

Senator Smaruers. Did you start to say something, Mr. Timlin? 

Mr. Trai. The refrigerator was not off-size, but the Navy specifi- 
cations were so rigid that we placed our order the third time; 2 
companies turned it down, and finally, we had to go back to the 
highest priced company that gave us the highest price; was the 
only 1 that would take the order. 

Senator Freravuson. Was this a special refrigerator / 

Mr. Trimix. To meet Navy specifications. To tell you the truth, 
I don’t know what they were. The manufacturer did. 

Senator Frrevson. It was not a standard; they had to make a 
special / 

Mr. Trmurn. Yes, sir. 

Mr. Ouson. Let me give you one more. This is something that I 
didn’t like. I have built boats, and I kind of had a little pride 
about finishing a boat. This is a sink, a drainboard top and a sink 
in it, and we tried to have this made of stainless steel, asked that 
the Government allow us, the Navy allow us, to build a stainless 
steel top, but they forced us to make that out of black iron and then 
have it galvanized. 

It cost us several hundred dollars because we had to reinforce it on 
account of the heat of galvanizing to put it in, and it added to the 
weight on the particular port side of the boat that the trouble was 
already in, and we never did get any results. 

Senator Smatruers. In you opinion, would stainless steel have been 
cheaper and just as serviceable ? 

Mr. Orson. It would have been far better and more serviceable. 
1 want to show you one more. 

Senator Fereuson. What was it originally designed to be? 

Mr. Orson. Black iron, galvanized iron. 

Now there is an example. This might reflect on the design, but 
there, gentlemen, you can all see these nuts here. I asked that they 
be changed from the size that they are, a nut and bolt that holds a 
portable step that goes into the engine room. Now look at the size 
of that and see whether that iscommercial standards. 

Senator SmaruHers. I do not have any more questions. 

Senator Frrevson. Do vou have anything else ? 
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Mr. Ouson. I have an anchor stop. This stopper is used when you 
pull your anchor, it would normally be used, the type ordered by the 
Navy by number, serial and so, for the purpose of pulling anchor 
up into a hawse pipe with a turnbuckle on it which should never have 
been on a little tugboat. This particular stopper, there is only one 

lanufacturer in the country, out in Seattle, Wash., I believe. 

Mr. Tintin. California. 

Mr. Ouson. California. It costs something like about $300 and 
when it got into our plant we had to cut out one-third or half of it to 

n put it in the boat and revise it at an expense of about $100 per 
boat, which cost us over $200 per boat for something that we know 
will never be used. 

Senator SMarHers. And that was inthe Navy’s specifications ? 

Mr. Ouson. Yes, sir. 

Senator Smaruers. Did you explain that tothem ? 

Mr. Oxson. I certainly did. I even took Mr. Rosenblatt to my place 
and showed it to him, and they said the -y would revise it, but they told 
me to ship them back. I paid for them, I couldn’t ship them back. 
They made revisions in further boats, but they didn’t make any revi- 
sions toe ompensate us on this. 

Mr. Sruuits. One thing, Mr Olson, that I know you don’t want to 
cast any aspersions on people until you know the whole story, but 
would it not seem to be the p pee ince of the design agent to check on 
such things as whether the boat is going to ride on an even keel 
or not? 

Mr. Orson. Yes; I think that that is—— 

Mr. Strutts. No matter how many changes are made, a design agent, 
a marine architect or engineer, ought to be able to figure out whether 
that boat is going to ride even or not. 

Mr. Orson. I would say this: Larger boats, they don’t always set 
on an even keel. They allow them one or one-and-a-half percent and 
ballast is used. 

Senator Ferauson. How much was this one? 

Mr. Oxuson. Three-and-a-half before we had finished, three-and-a- 
half degrees. 

Senator Frreuson. Of course, that is too much ¢ 

Mr. Orson. Well, on a small boat it is a lot, and that wasn’t at com- 
pletion. If that boat had been completed she’s have been five under the 
original setup. 

Senator Frrauson. What would you say that it cost or would cost to 
correct that defect ? 

Mr. Otson. We got for the five boats that you see a picture, we got 
$54,000. We put in for something like $90,000, and we were, like in 
other cases, they came to our y ard and forced down even though we 
had a breakdown of each cost. 

The Navy or the resident inspector on our job checked time before 
he passed some of the prices and then priced us downward before we 
had completed the job, when we finally accepted $54,000 for the whole 
change. 

Mr. Sruurs. You accepted that because you had not much of 
choice? 

Mr. Orson. I had no other choice. To shut down again at that 
time, we thought we were going to correct everything, and we at that 
time were trying to get bs .ck into the production line. 
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We were trying to get to where a boat, one-half or the other, my 
men could step off of this onto another boat, and the boat come out 
at the end. 

Mr. Sruurs. Was your boat No. 1 substantially different from boat 
No. 5% Was that the last one you fitted out, or did you start on 5? 

Mr. Otson. We have 10 boats in steps from 1 delivery up to 82 
percent over the whole 9 others, so they were in steps of completion. 
lhree of them weren’t launched and 1 had been delivered, 1 was 98 
percent ready. It was to have had an unofficial trial, and the other 
boats were in the progress of being finished, but there were none alike, 
not one. 

Mr. Sruurs. It seems to me the Navy might just as well have 
bought them off the shelves somewhere or bought commercial-type 
tugs that would have performed to the same standards, and — 

iway this myth of standardization. Would you agree with that, 
do you think they were similar enough to make it worth siaivltie at 
premium to get them that way? 

Mr. Otson. I don’t think it was worth the premium. 

Senator Frrcuson. Did you ever see the pilot model? 

Mr. Otson. No, sir. I saw a picture of it. 

Senator Smaruers. He testified they don’t have one, they never did 
have one. 

Senator Frreuson. There was supposed to be one. 

Senator SMATHERs. a you think that it speeds it up—this was 
an emergency program—the building of these ships by having this size 
of water cooler in hace ona that big-size refrigerator, things of that 
nature? Did that have anything to do with it? 

Mr. Orson. No. 

Mr. Truiry. I would like to answer that, if I may. 

Senator Smaruers. Let him answer it and then you. 

Mr. Orson. I don’t think anything they did in the program of 
these boats up to the time we shut down speeded anything. We 
never did see anything that showed there was any speed in any way. 
shape, or form. 

Senator Smaruers. In other words, the way the change orders 
came to you, it did not look as though the Nay was worried about 
an emergency ¢ 

Mr. Orson. They were not. 

Mr. Sruuts. Mr. Olson, you were in the first flight and got into 
production first, since you didn’t have any other contract as Mis- 
souri Valley did: you were the first one really to get the boat in 
the water and get it moving, is that right? 

Mr. Orson. I think we were about 6 months ahead of anybody 
else. 

Mr. Sruvts. Since all five of you are in smaller yards, don’t you 
suppose it would have speeded things up if the Navy had treated 
you like a lead yard, the prototype, and helped you out speeding it 
along that way? 

Mr. Otson. I came into Washington and we had a conference 
here with the Navy and the offici: als of the Navy, and it was fairly 
understood that that would be the procedure that they wanted to 
take. 
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We requested it, and Captain Anderson had just come into the 
picture of being in charge of this program, and he recommended 
it, and they led us to believe, when I went back to Jacksonville within 

i short time, he would be there along with the design, one of the 
aan men, and would ask at our yard these little questions and 
expedite the delivery of our boats, even if they had to shut down 
others. they would finish one of our boats and then freeze the plans, 
and that was never done. 

Mr. Sruurs. According to your contract, you were ready to de- 
liver about 6 or 7 months, anyhow, your first ship; so it would seem 
to me that since all the other contractors were at least 6 months 
behind you, it wouldn’t have cost the Navy any time to have made 
your first boat a prototype? 

Mr. Orson. No, sir. It wouldn’t have cost the Navy anything. 
They would have saved millions of dollars over the program of these 
boats. 

Mr. Srutrs. You would have been willing to be a guinea pig? 

Mr. Otson. We asked to me. We begged to be. We offered that 
assistance. 

Mr. Sruurs. That would have entailed having the design agent 
and a responsible Bureau of Ships man down in your yard, and if 
you decided to put in one kind of locker instead of the other, it could 
have been decided in 5 minutes instead of 5 months? 

Mr. Orson. That’s right; and the checking of the plans could 
have been done by a Rosenblatt man. Mr. Rosenblatt wanted to. 
He asked for that. 

Mr. Forsyrnue. You said there was an agreement that that be done. 
Was it a written agreement ? 

Mr. Orson. It was not an agreement. I was advised by Captain 
Anderson that that be done. He recommended it be done, and he 
said it had been done in the past. 

He had been at Newport News, or some other shipbuilding place, 
and that was the real way of a new boat that hadn’ been built 
before to make speed, and get out the proper boat or the proper 
boat program. 

Mr. Forsyrue. Who was present at that conference? Was it just 
you and Captain Anderson ¢ 

Mr. Ouson. Mr. Timlin was present, myself and one of my engi- 
neers in Jacksonville. I believe Mr. Harrison was in that. Mr. 
Harrison was the contracting officer. I think he was—I know he 
was. 

Mr. Forsyrue. Mr. Olson, I would like to ask you this: You 
refer in your statement, which I want to pick up a few loose ends 
on, that: 

By a letter dated October 6, 1951, from the Chief of the Bureau of Ships 
to the supervisor of ee ee United States Navy in New York and other 
offices, signed by W. A. Dolan, Jr. 

Could you recognize that letter; do you have a copy of it? 

Mr. Orson. We have it. 

Mr. Forsyrue. Can the committee have it for the record? Do 
you have an extra copy ? 

Mr. Sprices. We will get it for you. 
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(Following is letter of October 6, 1951, above referred to:) 


FS/1/S1/1 (516) 
EN 8/A2-6 
Ser_ 516-145 
DEPARTMENT OF THE NAVY, 
BUREAU OF SHIPS, 
Washington 25, D. C., October 6, 1951. 

From: Chief, Bureau of Ships. 

To: Supervisor of shipbuilding, United States Navy, and naval inspector of 
ordnance: New York, N. Y., New Orleans, La., Chicago, Ill., San Diego, Calif., 
Jacksonville, Fla. 

Subject: Transportation Corps design 100-foot tugs (LT 1936-1977), 65-foot tugs 
(TS 1978-2015), and 65-foot passenger cargo boats ('T423—466) ; procurement 
of American Bureau of Shipping certificates. 

Reference : 

(a) BUSHIPS dispatch 201813 of July. 

(b) Office of the Chief of Transportation letter file TCSUP 561.4 of August 
17, 1951. 

(c) Office of the Chief of Transportation letter file TCSUP 561.4 of July 
19, 1951. 

1. Reference (a) stated that the provision of ABS certificates had been speci- 
fied by the Transportation Corps for the 100-foot harbor tug, design 3006: 
and the 65-foot harbor tug, design 3004; in addition to the 65-foot passenger 
cargo boat, design 2001. Reference (a) further stated that contract changes 
would be initiated upon receipt of specification amendments from the Trans- 
portation Corps. The Bureau is in receipt of these specification amendments 
which specify that ARS certificates of the A-—i class will be required for the 
100-foot and 65-foot harbor tugs. This class certificate is presently required 
for the 65-foot passenger cargo boats in accordance with the original specifica- 
tions for this design. 

2. The ABS fee for certifying each boat is as follows: 


wba weemniaen ; a _ $700 
65-foot harbor tug__—_____ ea aceiccelipr ins pet eae nae aia 500 
65-foot passenger cargo boat_____ ae 400 


The cost for ABS certification of these craft will be borne by the shipbuilders. 
In the case of the 100-foot and 65-foot harbor tugs, the Bureau will initiate 
changes under the shipbuilders’ contract to cover this additional cost. 

3. Certain of the design agents’ working plans and the procurement agents’ 
purchase orders will require ABS approval. In this respect, the ABS requires 
1 copy of the specifications for each design, 4 prints of each plan submitted for 
approval, and 2 copies of each purchase order for material requiring ABS in- 
spection. The supervisor of shipbuilding, United States Navy, New York, will 
ascertain which working plans and purchase orders are required by the ABS for 
approval and will implement procedures for accomplishing this approval. In the 
event that ABS approval of purchase orders for shipbuilder procured items is 
required, the supervisor of shipbuilding, United States Navy, New York, will 
coordinate and implement approval procedures for the local supervisors of ship- 
building concerned. 

4. Certain of the centrally procured and shipbuilder procured components 
required ABS inspection at the vendors’ plants. No INM inspection of any 
components will be required at the vendors’ plants. If, however, in the judg- 
ment of the supervisor of shipbuilding, United States Navy, New York, for 
centrally procured components, and of the local supervisor of shipbuilding, 
United States Navy, for shipbuilder procured components, INM inspection at 
the vendors’ plant is necessary, the supervisor may utilize this service. Further, 
whether INM inspection services are used or not, the cognizant supervisor of 
shipbuilding, United States Navy, may require the INM to progress the pro- 
duction of components at the vendors’ plants. It will be the responsibility of 
the cognizant supervisors of shipbuilding, United States Navy, to insure that 
all components are manufactured in accordance, with the applicable specifica- 
tions to the best commercial practice and that these components will meet the 
ABS requirements necessary for certification of the completed craft. Attention 
is invited to the fact that naval standards are not applicable unless directly 
referenced in the specifications. 
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5. The construction of these craft at the shipbuilder’s yard, is to be inspected 
concurrently by both the local ABS surveyor and the local supervisor of ship- 
building, United States Navy. However, inasmuch as the entire program is 
being constructed to ABS rules, the supervisors of shipbuilding, United States 
Navy, will necessarily have to adopt their inspection to commercial standards 
in keeping with applicable specifications and approved plans. 

6. It is the intent of the foregoing procedures to construct these craft in 
accordance with the best commercial practice to the end that they will fully 
meet the applicable specifications. In implementing these procedures the local 
supervisors of shipbuilding, United States Navy, will cooperate to the maximum 
degree possible with the local ABS surveyors so that any points at issue may be 
resolved locally and jointly to the end that delays in construction will be mini- 
mized. The foregoing procedures in no way relieve the local supervisors of 
their usual inspection functions to assure construction in accordance with ap- 
proved plans and specifications. 

By direction : 

W. A. Doan, Jr. 

Authenticated : 

BE. SPANN. 

Copy to: Office of the Chief of Transportation, Department of the Army; 
American Bureau of Shipping; DESA, Transportation Corps, Brooklyn, N. Y.; 
SUPSHIP-INSORD, Quincy, Mass.; ONM (Code M55). 

Code 480 
NObs-5346 (HLE :lds) 
Ser SS-—5104 
December 10, 1951. 
FIRST ENDORSEMEN1 
From: Supervisor of shipbuilding, United States Navy, Jacksonville, Fla. 
To: Olson Corp., Beresford, Fla. 

1. Forwarded. 

By direction: 

H. L. ELArBee. 

Mr. Forsyrir. Mr. Olson, in your statement you say in that letter: 


The letter specifically drew attention to the fact that naval standards were 
not applicable unless directly referenced in the specifications. 

Mr. Orson. I don’t think our letter states that. 

Mr. Forsyrue. That is what is in your statement. 

Mr. Orson. If it is quoted, we certainly have to admit. that. 

Mr. Forsyrue (reading) : 

* * * that inspection at the local shipyards would be by the American Bureau 
of Shipping supervisor along with the Navy inspector— 
is that right ¢ 

Mr. Ouson. Right. 

Mr. Forsyrue (reading) : 

* * * but the Navy would necessarily have to adapt its inspection to com- 
mercial standards— 
is that right ? 

Mr. Otson. Right. 

Mr. Forsyrun (reading) : 

* * * in keeping with applicable specifications and approved plans. The 
letters reiterated the vessels were to be constructed in accordance with the best 
commercial practice and directed the local supervisors of the Navy to cooperate 
to the maximum degree possible with the local American Bureau of Shipping 
supervisors so that any points at issue might be resolved locally and jointly to 
the end that delays in construction would be minimized. 

My question is this: Did the Navy inspector who was working at 
your yard—was his conduct in line with this letter or the interpreta- 
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tion that you drew of this letter / Did he in fact yield? Was he 
cooperative an 1 did he work with you to ¢ avoid delays? 

Mr. Orson. No. 

Mr. Forsyruer. He did not ? 

Mr. Ouson. No, sir. 

Mr. Forsyrur. What treatment did you receive from that local 

pector? Was it fair treatment, vood treatment, bad treatment? 

Mr. Oison. No fair treatment. 

Mr. Forsyrnue. It was not fair? 

Mr. Orson. Not fair. 

Mr. Forsyrue. Can you give the committee some examples of what 
went on between you and that inspector ? 

Mr. OLSON. | W ill have fo go back LO thee arly y ps n't ot our—in other 
words, the beginning, our first inspector, Mr . Westcott. Mr. Westcott 
came in our yard I believe at Charleston out of one of the Navy yards, 
and he first came in yer see ten to be what we thought was going to 
be a fairly good man, but he hadn’t been an hour at the yard, or a very 
short while, before he commenced making sport of the vards. He had 
been probably in big vards. 

Mr. Forsyrur. In what manner’ 

Mr. Orson. Such as the kind of equipment that we had, the small 
equipment or the condition of the equipment, Maybe it wasn't new, 
it wasn’t modern maybe up to the year, but all through his procedure 
was that Way, and he made statements around all thro ioh the men 
that we couldn’t carry out this contract. 

Mr. Forsytur. Did he tell your men that ? 

Mr. Ouson. Yes, he did. 

Mr. Forsyrim. Was that reported back to you? 

Mr. Ouson. It certainly was 

Mr ForsyTHE. Did he say that to you face to fac that youl vard 
could not perform on this contract ? ql 

Mr. Onson. Hy didn’t sav it to me. 

Mr. Forsyrie. He said it to your men? 

Mr. Ouson. Yes, sir. Then at a later date they sent down an officer 
which he was under, I presume, a lieutenant, Mr. Bicknese. Mr. 
Bicknese came in the yard and made a statement to me that he had 
never been around a shipyard, he had no knowledge of boats whatso- 
ever. He had been on some little boat in the Navy in the engineroom 
during ent of the war, but he had no previous experience whs atsoever 
a the building of a boat. But if we worked with him that he was 

roing to pass anything that norm: ally would come up to specifications. 

He hadn’t been there 2 weeks before he was under the wings of Mr. 
Westcott along with other inspectors, and they followed ‘the pro- 
cedure of Westcott right straight down through the line of condemn- 
ing, making changes, not working with the men, telling the men what 
to do and to stop work of the men without going to the officers in 
charge, without even notifying me, and I was in the vard every hour 
during the day. me 

Senator Smatuers. Did he ever tell your men to stop? 

Mr. Orson. He would tell men to stop. He would order men to do 
things. 

Mr. Forsyrur. Who was that, Bicknese? 

Mr. Orson. That was Mr. Westcott. 
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Mr. Forsyrur. Mr. Bicknese admitted to you he had no experience 
whatsoever in shipbuilding or had never been in a shipyard. 

Mr. Onson. That is true. 

Mr. Forsyrue. Did he personally contact your men to stop work or 
criticize your yard or vi inspection on features of this type? 

Mr. Otson. He allowed his men to do it. 

Mr. Forsyrur. He allowed his men? 

Mr. Otuson. That’s right. There was more than one. ‘There 
wasn’t only Mr. Westcott. There was a fellow named Crabb and 
another fellow named Matts. 

Mr. Forsytnr. Was this Mr. —s in a position of responsibility 
and authority? Could he actually, by his authority and respon 
sibility, do any damage to this program ! 

Mr. Oxson. Yes, sir. 

Mr. Forsyrur. He could? 

Mr. Oxuson. Yes. 

Mr. Forsyrne. You say that he personally didn’t do any of this, 
that Mr. Westcott did. Hi: yw could Mr. Bicknese ? 

Mr. Otson. His orders and instructions were such that these fel- 
lows would go down and stop work and come up and tell him or talk 
to him about it, and he would instruct them to use their own judgement 
without notifying or without even having a conference with us. 

Mr. Forsyrne. The people under him would do that? 

Mr. Orson. That’s right. 

Mr. Forsyrue. And then he would tell them to use their own judg- 
ment. Would he then afterward confer with you and tell you what 
had ry and point out the errors ? 

Mr. Otson. Sometimes he would and sometimes in the afternoon, 
say, 3 o’cloe ik he would say, “Let’s wait until tomorrow,” even though 
it was holding up 15 men, something that he wanted to change him- 
se] f— 

Senator SMaruers. I want to get clear on that. These men that he 
would stop and start working were men that you had hired in your 
yard and men you were paying? 

Mr. Ouson. Yes, sir, even the foremen or workmen themselves. 

Mr. Forsytur. Now, Mr. Olson, let me ask you this: Did the Navy 
inspector ever ask you for an erection schedule on this particular proj 
ect, and did he or did he not receive it after he asked you for it? 

Mr. Oxtson. We formed a schedule. We would sit down in our 
oties and form the schedule. I think all payments and estimates were 

sased on the forming of that scheduling for all of the yards. 

I think the form th: it we made was handed to every yard, and the 
payments were made by the scheduling that we prepared in our yard. 

Mr. Forsyrue. There was a Navy person present when you drew up 
the erection schedule ? 

Mr. Orson. Yes, sir. Let Mr. Timlin carry that now like it is. 

Mr. Traut. I don’t think that under the specifications or the re 
quirements of the contract that there was an erection sequence required, 
but there was a welding sequence which was to be approved by the 
American Bureau of Shipping and furnished to the Navy. We did 
that, and I recall furnishing somebody an erection sequence along the 
same time. 

I am sure there is one. I would have to go back to my office to dig 
it up, but I think there is one. 
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Mr. Forsyrue. Can you search your memory for this: You said no 
request was made in the specifications early in the project. Subsequent 
to that time was there a specific request from anybody from the Navy 
that you furnish them with an erection schedule ? 

Mr. Timirn. The salient points in it was, that I remember, was the 
welding sequence which is a major part of the construction. That was 
furnished them and, as I say, I can’t exactly say, but I think that there 
was an erection sequence furnished, and I think I have it in my files. 
I can’t be too sure, but I think so. 

Mr. Forsyrne. Will you furnish that to the committee when you 
get a chance to check your files. I would like to know that. 

Mr. Timuin. Yes, sir. 

(Information subsequently supplied by Mr. Timlin, follows :) 


THE OLSON CorpP., 
Beresford, Fla., May 27, 1954, 
Re contract NObs—5546—Department of the Navy—The Olson Corp. 
Reference : 
(a) Letter, Olson Corp. to supervisor of shipbuilding, Jacksonville, dated 
August 7, 1951 
(b) Letter, Olson Corp. to supervisor of shipbuilding, Jacksonville, dated 
September 11, 1951 
(c) Erection schedule 
SENATE SMALL BUSINESS COM MITTEE, 
Washington, D.C. 
(Attention: Mr. Franklin Woodruff. ) 

GENTLEMEN: Reference is made to your request, during hearings held in the 
Capitol, for information relative to production and erection schedules in connec- 
tion with the performance of contract NObs 5546, Department of the Navy. 

Reference (a) shows that our company worked closely with the Navy, at an 
early date, in the development of erection schedules that would be satisfactory 
to both parties. 

Reference (b) is a production schedule furnished to the Navy in September 
1951. This schedule, however, was revised many times due to pian de‘ays and 
plan changes by the Navy. These revisions were shown by letter and also on 
the regular semimonthly progress reports made to the Navy. 

Reference (c) is an erection schedule furnished to the Navy early in the 
contract. 

Many other reports not mentioned were furnished to the Navy. Among these 
were launching plans and welding sequences. 

We trust this will give you the information you desire. 

Very truly yours, 
A. A. TIMLIN, Manager. 


ENCLOSURE (A) 
Re A 2-6 (230) Serial A-60. 
Avueust 7, 1951. 
SUPERVISOR OF SHIPBUILDING, UNITED STATES NAvVy, 
Sirth Naval District, Jacksonville, Fla. 
(Attention: R. F. Cottrell.) 

GENTLEMEN: Reference is made to your letter of August 2, 1951, relative to pro- 
posed master material erection schedule covering 65-foot harbor tugs. 

Our sequence of erection will agree substantively with your proposed schedule 
with the following exceptions. We might add that the main engines will be 
installed after launching which will bring about the following changes: 

Item No. 15. Rudder castings (outboard) to be installed prior to launching— 
changes this item to 60 percent of days before launching. 

Item No. 22. Bearings (tail shaft), same as item No. 15. 

Item No. 28. Main shaft (tail shaft only), same as item No. 15. 

Item No. 32. Rudder, same as item No. 15, 

Item No. 40. Propellers, same as item No. 15. 
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In regard to later delivery of engines, we would require the same percentage 
of days as shown on schedule (40). Less time than shown might delay final 
deliveries of the boats. In fact, we would like to have the main engines at 50 
percent of working days. 

We trust this gives you the information you desire. 

Very truly yours, 
THE OLSON CoRP., 
A. A. TIMLIN, Manager. 


ENCLOSURE (B) 
Re contract NObs—5546. SEPTEMBER 11, 1951. 
SUPERVISOR OF SHIPBUILDING, UNITED STATES NAVY, 
Sizth Naval District, Jacksonville, Fla. 
(Attention: R. F. Cottrell.) 
GENTLEMEN: In accordance with your request, we hereby give production 
schedule as to above contract: 


Keel-laying | Launching Completion Delivery 

date date date date 
Hull 1-- . Sept. 24,1951 | Nov. 9,1951 | Mar. 15,1952 | Apr. 1, 1952 
Hull 2..__- ‘ |} Oct. 1,1951 | Nov. 16, 1951 do Do. 
Hull 3.. . | Oct. 8, 1951 | Nov. 23,1951 | Apr. 1,1952 | May 15, 1952 
Hull 4... ‘ |} Oct. 15,1951 | Nov. 30,1951 | Apr. 15, 1952 Do. 
Hull 5 Noy. 2,1951 | Dec. 10,1951 | Apr. 30, 1952 Do. 
Hull 6 Nov. 9,1951 | Dee. 17,1951 | June 1,1952 | June 30, 1952 
Hull 7 Nov. 16,1951 | Dec. 24,1951 | June 10, 1952 Do. 
Hull 8 Noy. 23,1951 | Dec. 31,1951 | June 20, 1952 Do 
Hull 9 Dec. 15,1951 | Jan. 20,1952 July 15,1952 July 30, 1952 
Hull 10 Dec. 22,1951 | Jan. 27, 1952 do Do. 


Very truly yours, 
THE OLSON Corp., 
A. A. TIMLIN, 
Manager 


ENCLOSURE (C) 


ERECTION SEQUENCE 

1. Lay keel and stem. 

2. Frame to No. 5 bulkhead inclusive. 

3. Vertical keel, floors and margin plates to bulkhead No. 17 inclusive. 

4. Vertical keel, floors, margin plates, brackets and intereostals to frame No. 
27 inclusive. 

». Tank tops. 

6. Frames No. 6 to No, 31 inclusive. 

7. Side stringers, deck girders, longitudinal and transverse bulkhead in crew’s 
quarters. 

8. Engine girder. 

9. Floors, margin plates and frames to bulkhead No. 36 inclusive. 

10. Deck girders No. 31 to No. 36. 

11. Frame No. 37, stern frame, swash plate and No. 38 frame. 

12. Fantail assembly (prefabricated). 

13. Shell plate and decking. 

14. Miscellaneous foundations, sea chests, and docking plugs. 

15. Bulwark, bumper rails, and deck fittings. 

16. Main shaft, rudder, and propeller installation. 

17. Launching. 

18. Auxiliary and main engine installation. 

19. Superstructure installation (prefabricated). 

20. Outfitting. 


Mr. Forsyrur. Then this question: Did the Navy inspector on the 
job, or any Navy inspector, assist you in laying out the mold-loft 
lines and in making the most of the prefabrication jigs?) Were you 
unable to do that? Did the naval inspector have to do that for you? 
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Mr. Ouson. No. He didn’t have to do it and he put himself 
the position of that kind, and I asked him, I said, “All right, you 
ro up there now and go with my men,” and we found out from his 
expel 


Ts 


rience that he had been a takeoff man rather than a layout man. 
Mr. Forsyrure. Who is this you are talking about? 

Mr. Outson. Mr. Westcott. 

M ForsytrHe. So he in fact did inject himself and = he ‘Ip. you / 


Mr. Orson. He did not help us. He asked that we do certain 
things. He wanted us to take of the floor—he didn’t cia anything 


to do wv ith the plans or the lavout on the floor. and there was ho 
mistake made on our floor. 

There was only one slight mistake and it was curve in the radius 
of the stern, and the only mark of change, with the exception of what 
was in the plan, were a few longitudinals, and he didn’t find them 
eit] C1 

Mr. Forsyrue. Did you at any time use oversized plates, place 
them in position, and then have to be require? to cut them to the 
required size and shape which would be, I assume, a costly procedure ¢ 

Mr. Orson. No, sir. 

Mr. Forsyru. Did the Navy inspector, or any Navy representative, 
ever call to your attention that you were using over sized plates, that 
you had to cut them down and that you had to ¢ hange the pl: ites or 


the size of the plates that you were using ? 

Mr. Ouson. None whatsoever to my none There was one 
time a question—it will take me a li ttle to explain this. We had the 
( ptio! ot either making butt vel or lap weld. That is in the spec] 
fications We chose to make the lap weld. 

There was a little question as to whether they wanted to make it 
21% inches lap or 24%4 inches. There was never a time that we ever 


put a plate on a boat and marked it or cut it. That was the first 


thing I learned when I learned to be a boatbuilder, and I never have 
worked with a man yet that couldn’t take a spilling or I wouldn’t put 
him in that posit on. 

We had layout men, I think I can say this, probably equal to any 
pyard in the United States that I had worked with for 12 years 


petore. 


"= 


Forsyrue. Mr. Olson. going back to this letter of October 6, 
it is very clear that the Navy inspector was to work with the Ameri- 
Cal Bureau of Ships inspector, and that he was to yield to commer- 


clal j msn wctice according to the letter.‘ ; 
[ want to clarify your statement because you are under oath and I 
vant to hanes whether or not this is true. On page 5 of your state- 


ment you state this: 
We had the following inspectors working on this project- 
TI am paraphrasing vou there 
for the Navy, 1 lieutenant, junior grade, 2 to 4 civilians, and I office stenographer. 
Is that correct ? 
fr. Otson. That is correct. 
Mr. Forsyrne. You had numerous other inspections from time to 


me by officers and civilian personnel of the Navy from Jacksonville, 
Washington, and New York; is that correct ? 
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Mr. Ouson. That is correct. 

Mr. Forsyrurt. What was the frequency of those inspections ¢ 

Mr. Orson. Well, of the v isiting inspectors from 1 to 2 a week. 

Mr. Forsyte. One to twoa week / 

Mr. Orson. Yes, sir. [| say inspectors. They may have been off 
cers of the Navy, not particularly mspectors. ‘They were supervisors 
or connected to the supervision of ships. 

Mr. Forsyrur. Your statement further states that the Coast Guard 
pro icle d an offic er and a CLV ilian. 

Mr. Ouson. I want to correct that. It is two officers 

Mr. Forsyrur. Two officers and a civilian / 

Mr. Orson. No civilian 

Mi. Forsyrie. No civilian 4 

Mr. Ouson. No civilian. 

Mr. Forsyrue. Two officers, so the number remains the same, and 
the ¢ ategor'y is changed. 

Mr. Otson. That’s right. 

Mr. Forsyrne. Were those people there all the time? 

Mr. Orson. No, sir, they would come on call or intermittently, 1 
would say once every week or every 10 days or likewise. 

Mr. Forsyrue. On whose call ? 

Mr. Otson. On our call. 

Mr. Forsyrire. For the American Bureau of Shipping, one civiliat 
was he there all the time? 

Mr. Orson. He was there about once a week. 

Mr. Forsyrie. Public Health Service: is that correct? 

Mr. Otson. Public Health 

Mr. Forsyrne. You had a total of at least 9 to 10 Inspectors going 
through your project most of the time; is that correct ? 

Mr. Oxson. That is correct. 

Mr. Srcurs. One question. Why would the Public Health Service 
man be there 7 lor v hich part of the ship is he responsible ? 

“Mr. Orson. He was responsible for finishing the pilothouse. That 
was ata later date. They had this glass insulation and the architect 
himself didn’t put an overhead ceiling over the eating facilities, and 
that was one of the things that he caught. 

He had all to do with the heating units, the elements, the degree of 
heat that goes into your sink, which worked on a thermometer. 

Mr. Forsyrnr. Now, Mr. SPriges, reference is made on page 5 of 
Mr. Olson’ s statement to a letter dated October 2, 1953, signed by 
Admiral Manseau een plans, errors, omissions, and so forth. 
May the committee have a copy of that letter for the record ¢ 

Mr. Spricas. Yes. 

Mr. Forsyrue. Just one more question. Was any question ever 
raised with you, Mr. Olson, or Mr. Timlin, when you were negotiating 
for the contract, or prior to the letting of the contract, that your 
bookkeeping system, your accounting system, and your administrative 
system was deficient, was ineffective, and it would have to be corrected 
before you would vet the contract / 

Mr. Trin. Never was any statement made to us to that effect, 
and we had an ap parently good svstem. We were able to produce 
on demand without any delay an vthi Ing they wanted. We emploved 


5 Letter reproduced on p. 43 
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a certified public accountant to aid us in compiling anything. Any- 
thing furnished to the Navy as a general rule was produced by this 
accountant. 

Mr. Forsyrur. Was this certified public accountant on your regu- 
lar payroll or did he come in intermittently ? 

Mr. Trmurn. On a fee basis. 

Mr. Forsyrue. You said not directly did the Navy talk to you about 
this ? 

Mr. Timurn. They never inferred, this is the first time I have 
ever heard it 

Mr. Forsyrue. During the time that you were negotiating change 
orders and asking for payments on those, I understand that you had 
to provide the Navy, as good business practice, with proof of your 
claims; is that correct ? 

Mr. Truuryn. That is correct. 

Mr. Forsyrue. At the time that you were negotiationg with the 
Navy or dealing with them on the adjudication of these claims, did 
not a responsible officer of the Navy or any other person involved in 
this contract tell you that they could not allow your claims because 
of an insufficient bookkeeping system or lack of proper accounting 
practices? Was that statement ever made to you? 

Mr. Trmury. Not to my knowledge. 

Mr. Orson. No. 

Mr. Forsyrue. Would it be made to any other officer of your 
company ¢ 

Mr. Otson. No. 

Mr. Forsyrue. So that as far as you know if they rejected any 
claims or they did not pay you 100 percent on the dollar of your 
claim, they never indicated to you, either in writing or verbally, that 
it was because of a deficiency in your administrative setup concern- 
ing bookkeeping accounting etc. ? 

Mr. Timur. No, sir; they never did. 

Mr. Forsyrne. Never did. All right. 

Mr. Orson. Could we produce one of the statements that we offered ? 

Senator Smaruers. Let’s get one and put it in the record.® 

Mr. Olson, do you have anything else you want to say? If not, 
we are going to try to finish with another witness this afternoon. It 
is getting late. 

Mr. Orson. I don’t believe so, Senator. If there is any question 
that there is a doubt in your mind, I would be tickled to answer it, 
but I don’t know of anything. If we have elaborated enough on these 
certain changes that affected the whole thing, all right, that suits me. 

Senator Smatuers. I think we have got the picture. 

Mr. Otson. I would like to say this, that I recommended to Jack- 
sonville—this is the only recommendation, but with my experience I 
notified the Navy or their men—that the propeller on these boats 
wasn’t the proper propeller. I also notified the architect and the 
engine manufacturer that the propeller on these boats had too much 
of a degree of pitch in it, and that the boat, the engines would not 
handle a low speed, which was the towing speed, with the pitch that 
they had in them, and that the engines would, within a year’s time, 
give a lot of trouble. 





* Olson's statement referred to is reproduced on p. 77 
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Senator Smatuers. What was done about that recommendation ? 

Mr. Orson. Nothing was done. They pretty near threw me out 
of the office on the conference after the first trial, and we had—it cost 
us about $1,500 to $2,000 on the first trial, due to the fact that the 
propeller was too great. On the blowoffs of what we call the over- 
load valves on the main engine had to be changed on every engine. 

Senator Smarners. On subsequent boats did they make the change 
in the propeller pitch? 

Mr. Orson. They are, I understand, making them now. I don’t 
know. 

Senator Smatuers. But on the boats that you built, did they make 
the changes? 

Mr. Orson. None. 

Senator Smaruers. After the first one? 

Mr. Otson. No. 

Senator Smaruers. They continued— 

Mr. Oxson. They told me in this conference that the Army was 
going to make that change, and that they didn’t see any reason for 
them to make it at the present time. 

Senator Smatuers. Would it have been much less expensive had 
they made it at the time that vou recommended it be made, rather 
than the Army having to do it? 

Mr. Ouson. IT would say yes. 

Senator Smaruers. That is all, Mr. Olson. If there is anything 
else you want to add, you can submit it to the committee and we will 
make it a part of the record. 

(Following are statements submitted for the record :) 


STATEMENT OF THE OLSON Corp. DELAND, BERESFORD, FLA., ON Navy CONTRACT 
NOBs-5546 


EXPERIENCE AND FITNESS OF YARD FOR THE TUGBROAT WORK 


The shipyard of the Olson Corp., located on the main line of the Atlantic Coast 
Line Railroad, is on Lake Beresford, Fla., which connects with the upper St. Johns 
River about 110 miles south of Jacksonville. The St. Johns is navigable from 
Beresford to Jacksonville where it flows into the ocean. 

During World War II that yard built for the Army Transportation Corps 
74-foot and 85-foot tugs, sectional steel barges, and steel motor tenders. In 
addition the yard produced ship sections for destroyer tenders and decontaminat- 
ing machines for the Chemical Warfare Service. While during the above time 
Mr. Olson had not purchased the yard, nevertheless, he was vice president in 
charge of production at the yard during World War II and practically all of the 
key personnel'eniployed by Olson during the course of the construction of the 
65-foot harbor tugs for the Navy involved in these hearings were with the yard 
during World War II. Moreover, many of the workmen engaged in the construc 
tion of the steel harbor tugs had been employed at the yard during the war. That 
shipyard set an enviable record and received the Army and Navy “E,” with 
star award, for its accomplishment. 

After the close of the war, Mr. Olson became a part owner and there were 
built in the yard six 85-foot and six 45-foot diesel tugs for the United States 
Treasury as a part of the UNRRA program. It built an 85-foot tug for the 
Republic of France, and performed other marine work for the United States 
engineers and for private persons. 

Mr. Olson acquired the yard in 1947, and in 1948 the Army Transportation 
Corps setup a tentative schedule for production of 45-foot steel tugs at the yard, 
making the necessary survey and security check, filed with the Industrial 
Mobilization Planning Office of the Army, Columbus, Ohio. The schedule was 
revised in 1950 to include YTL-65-foot tugs for the Bureau of Ships and in addi- 
tion a tentative schedule of production covering 66-foot tugs was drawn up with 
the Bureau of Ships. Considerable correspondence passed between the Govern- 
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ment and Olson fr m 1950 to the spring of 1951; the yard was inspected by a 
representative of the Navy and on February 5, 1951, the Bureau of Ships in 
formed us that 1 ame had het put on their approved jidders’ list for the 





Ser ( craft steel, self-propel ed and non-self prope led p to SS feet in length 
Sma wats, steel, 1 to 110-feet in length 

During the first rt of Apr 1951, upon visit to the Bureau of Ships, we 
earned the Industrial Capacity Division had our complete file and seemed well 

inted with our facilities, and our name was on its approved bidders’ list 

u the Technical Section 

rh during a 3-year period prior to the award of the harbor tugboat contract, 
a) was actually approved twice for bidders’ lists and underwent extensive 
surveys and checks to ascertain fitness for same 

EGOTIATIONS FOR THE TUGBOAT CONTRACT 

Olson received an invitation from the Bureau of Ships dated May 21, 1951, to 
ubmit estimates covering 65-foot steel, diesel, harbor tugs. The time of sub- - 
n on was not later than June 6, 1951, and the Navy negotiator was Mr. J. G. 


The invitation was amended and extended to June 11, covering 45-foot and 100- 


teel tugs as well as 65-foot passenger-cargo boats. All vessels involved man 
datory centrally procured items of substantial amount. Those items were to be 
Tt 





uid for by tl contractor and were thereafter to be reimbursed for by the 
\ Olsen was informed the negotiator that he should omit profit on the 
‘ ally procured material as the inclusion of such would prevent him from 
| ‘ e. The « mate of centrally procured materials on our contract 
ime by the Navy t ve $114,700 per boat, or $1,147,000 for all 10 
of which we were expected to initially finance free to the Navy and 

profit to us 
bmitted estimates a n the itter part of June wet invited to come to 
Washington to negotiate concerning the 65-foot harbor tus We submitted 2 
had 1 for $117,000 and the other for $102,000 per boat. The lower figure 
n il a provision for escalation in the event of increases in the cost of labor 
nd iterials, which was in accordance with the invitatior In the beginning of 
ne ia is We were informed that Navy would not consider any provision for 
escalation notwithstanding the provision in the invitation, and we were told 
th the lower figure of $102,000, with the escalation excluded by the Navy, was 


he only one that would put us in running for the contract. We were informed 

the negotiator that there were others with figures below ours and unless we 
revised our price we would have no chance of obtaining any vessels 

The negotiator induced us to reduce our first price approximately 13 percent 
by the above method, assuring us that he had lower prices from other reputable 
boat builders than our $117,000 figure; that the vessels could be built for the 
figure finally fixed on between us of $102,024 per vessel for 10 vessels, taking 
into consideration the centrally procured materials not included in our price. 
We were asked to submit figures on varying numbers of boats up to 24 or more, 7 ” 
and as we revised our prices downward because of increased quantities. we found 
that the Navy took the lower prices for the higher quantities and used them as a 
basis for awarding a lesser number of tugs. 

rhe negotiator told us that the 65-foot tugs to be built were of the same char 
acter as had been built during the war in the yard, would be built under com 
mercial standards and practices, and that we could construct them on a produc 
tion basis. We were further assured by Mr. Milliken that he felt that the boats 
could be built for $102,024 and that the Navy never “broke” contractors 

In summation, Olson was cajoled, induced and persuaded to reduce its pric: 
for construction and delivery of the 65-foot tugs in the manner and means above 
indicated. 


PERFORMANCE OF THE CONTRACT 


Under date of June 30, 1951, the Navy awarded Olson contract for 10 tugs 
harbor, diesel, 600 horsepower, steel, 65 foot, design 3004, for the sum of $102. 
024 each, or a total of $1,020,240 and subsennentiv the formal contract No. 
NOBs-5546 was executed on the same day Under article 1 of the contract, M 


4 
4 
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Rosenblatt & Son, 111 Broadway, New York, N. Y., prepared the detailed work 
ing plans for the vessels and was the design agent for the Navy under a separate 
contract with it. In addition, that firm was made the central procurement 
agent to purchase the mandatory centrally procured materials mentioned 
above. The Navy paid the Rosenblatt firm for their services. The equipment 
and materials which such firm were to procure for the boats were as follows: 


\nchor windlass, motor, gears, controller and bitt 

Capstan, motor, gears and controller 

Steering gear, engine, cables, shafting, gears, ete 

Main propulsion engine (600 horsepower) reduction gears attached and unat 
tached accessories 

Propeller, shafting, bearings 

Propeller 

1 diesel generator set 10 kilowatts 

1 combination generator—bilge and ballast pump unit 

1,0") gallons per minute fire and salvage pump, diesel engine unit 

lL air COmpressor, motor and controller 

Engine room supply and exhaust fans 

Crew’s quarters supply fans 

Heating boiler and burner 

fuel oil transfer pump 

2 hand pumps (lube and fuel oil) 

~ water pressure sets—500 gallons per hour 

Priming pump for salvage service 

Hot water circulating pump and motor 

Ship’s service switchboard complete 

12 inch searchlight 

General alarm system except interconnections 

Main engine alarm system except interconnections 


Shaft revolution counter system except interconnections 


Navigation light panel 


The estimated cost of those materials was the sum of $1,147,069, making a to 


tal price of $2,167,240 for 10 tugs lhe vessels were to be delivered as follows: 
Brookl N. ¥ 2 April 
ry 3 | May 1952 
3 June 
rt harlest A July 19 


Subsequently the destination of the vessels was changed to require delivery 
of 9 to Charleston, S. C., and 1 to Fort Eustis, Va. 

Shortly after the contract was entered into the Navy determined to make the 
tugs-class vessels under Americun Bureau of Shipping and United States Coast 
Guard rules. By change in the specifications Olson was required to meet the 
various regulations of the American Bureau of Shipping, 45 Broadway, New 
York, N. Y., and the Coast Guard to conform to class vessels. Olson was in- 
formed that contract changes would be initiated upon receipt of specifications 
and amendments from the Transportation Corps, United States Army, which 
would require approval also by the American Bureau of Shipping, Coast Guard, 
United States Public Health Service as well as by the Navy. Those require- 
ments were not embraced in Olson’s contract nor was it indicated at any time 
during the course of the negotiations for the contract that they would be included. 

By letter dated October 6, 1951, Serial 516-145, from the Chief of the Bureau 
of Ships to the Supervisor of Shipbuilding, United States Navy in New York 
and other offices, signed by W. A. Dolan, Jr., copy of whicl was sent to Olson, 
the contractor was notified that American Bureau of Shipping certificates of the 
A-1 class would be required for the 65-foot harbor tugs; and that certain of the 
working plans and purchase order of the design agent would require American 
Bureau of Shipping approval. The letter specifically drew attention to the fact 
that naval standards were not applicable unless directly referenced in the speci- 
fications; that inspection at the local shipyards would be by the American Bu- 
reau of Shipping supervisor along with the Navy inspector but that the Navy 
would necessarily have to adapt its inspection to commercial standards in 
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keeping with applicable specifications and approved plans. ‘The letter reiter- 
uted the vessels were to be constructed in accordance with the best commercial 
practice and directed the local supervisors of the Navy to cooperate to the maxi- 
mum degree possible with the local American Bureau of Shipping supervisors 
so that any points at issue might be resolved locally and jointly to the end that 
delays in construction would be minimized. It is thus seen that as a result of the 
amendment making the vessels class, drawings had to go to all those — 
gencies mentioned above, before final approval. 

"waa nblatt’s plans were under the cognizance and supervision of the waniie- 
visor of shipbuilding in New York. The Bureau of Ships in the Navy Depart- 
ment also exercised supervisory power over them. The actual construction of 
the vessels was under the direction and control of the supervisor of shipbuilding 
in Jacksonville, who in turn had a naval officer at the site of the plant known 
as the resident inspector. 

The approval of the drawings by the Coast Guard was accomplished in New 
York. The local inspection of the construction of the vessels by the Coast Guard 
was accomplished by officers and civilians of the Coast Guard, coming at inter- 
vals from Jacksonville, Fla., who were under the supervision and control of the 
Coast Guard office in Miami, Fla., which in turn reported to the Coast Guard 
office in New York. 

The plans were approved by the American Burean of Shipping in New York 
bat inspection at Olson’s yard was accomplished by a represent: ative from the 
Tampa, Fla., office of ABS, which in turn reported to New York. 

The United States Public Health Service approved the plans in or ed York 
but its inspection was accomplished by a traveling inspector from the New York 
oftice. 

Whereas under commercial standards and practices these vessels should have 
been constructed with one and not more than two local inspectors who would 
have had the authority to resolve discrepancies, or omissions, in the plans co- 
crdinating the work of all agencies involved, there were during the course of 
construction of these 65-foot, 600-horsepower harbor tugs inspectors of those 
various agencies as follows: 

For the Navy: 1 lieutenant, junior grade; 2-4 civilians; 1 office stenographer ; 
numerous other inspections from time to time by officers and civilian personnel 
of the Navy from Jacksonville, Washington, and New York. 

For the Coast Guard; An officer and a civilian. 

For the American Bureau of Shipping: 1 civilian. 

For the Public Health Service: 1 person. 

For efficient operations and to avoid impeding the orderly progress of the work, 
with all those agencies and personnel thus playing their part in the construction 
of the vessels, it was necessary to have good and close coordination. There was 
a lack of that during the operations under the contract, but Olson does not com- 
plain of inspection conducted by ABS, Coast Guard or United States Public 
liealth Service. 

The working drawings were not submitted on schedule, and those schedules 
revised on many, many occasions, which the planned schedules of the design 
agent for this vessel will easily show. We draw attention on many occasions, 
orally and in writing, to the Navy of the failure to deliver the working drawings 
aus and when needed. Unfortunately, we were expressly forbidden from com- 
municating with the design agent. Delay in receiving the drawings in many 
instances permitted building all the tugs in the preconstruction stages of the 
contract and forced us to do that work when it conflicted and interfered with 
production labor, resulting in inereased man-hours in cost to us. 

The delay in furnishing the plans was interwoven with numerous revisions 
of the plan, plan errors, plan omissions, and plan interferences which constantly 
existed and were constantly being multiplied by the numerous changes and 
revisions of changes. This was all admitted, much later however, by the Chief 
of the Bureau of Ships in letter dated October 2, 1953, signed by Admiral Man- 
seau, which stated: 

“In the course of construction of the subject vessels up to the present time and 
subsequent to the date of this general change order certain working plan omis- 
sions, interferences, errors, reservations, and holdups (hereafter referred to as 
plan deficiencies and modifications) hav» been or will be encountered. These 
plan deficiencies and modifications have resulted or may result in the redoing of 
work already performed on the vessels. This additional work for corrective 
measures may affect the cost of performance of work under. the contracts, and 
may properly be the subject of an adjustment of the contract price or delivery 
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dates, or both, in accordance with the procedure set forth in the ‘changes’ article 
thereof.” 

It will be seen from this letter that the mischief which had previously occurred 
was expected still to continue and this over 2 years from the date of the con- 
tract. We frequently requested, since we were in the first flight of these vessels, 
and were further advanced than anyone else in the construction, that the Navy 
permit the design agent to send a representative to our yard in order that prac- 
tical plans could be worked out and the design frozen. If that had been done, 
since we were the lead yard and if the working plans had been prepared, per- 
fected, and tried out on one or more vessels in our yard, the Government would 
have saved literally millions of dollars in this program. Instead, there is an 
experimentation on all the tugs, in all of the yards with resulting loss and 
increased cost to all the shipyards and to the taxpayers. 


NUMEROUS CHANGES AND REVISIONS OF CHANGES IN PLANS 


As we have said, there were many changes in the plans or drawings, with 
many revisions of those changes from the beginning to the end. The Navy made 
those changes, but failed and neglected to issue change orders for them as pro 
vided by the terms of the contract. Moreover, until as late as August 1952, the 
Navy declined to pay for any of the changes until the work was completed on 
all of the vessels. As late as August 14, 1952, Olson was advised as follows: 

1. “By reference (a) the contractor requested an interpretation of article 10 
of the subject contract as it applied to possible partial payment on change 
orders ” 

2. “The Bureau has advised that article 10 provides that where a change order 

has been priced out and the work completed, the increase in price may in the 
discretion of the supervisor be taken into account in making progress payments. 
However, if the change order has been priced out but the work is not completed, 
payment can be made only with the approval of the Bureau. Further, it is the 
intent of the Bureau that these approvals be limited to change orders involving 
large sums.” 
3. “As this ruling applies to subject contract, this office will not be in a posi 
tion to consider partial payments on change orders until the work covered has 
been completed throughout the entire contract. In other words, since the con 
tract contemplates a price for all ships included, a change order cannot be 
considered as having the work completed until it has been executed on all the 
hulls covered by the contract.” 

No contractor could operate under such practices and certainly a small busi 
ness could not be expected to finance the Navy to such extent. For example, 
if a carrier cost $250 million and changes increased that by $125 million, the 
contractor would be expected to finance the $125 million and not be paid for it 
until the ship was delivered. Undoubtedly, no yard capable of constructing 
such vessel would stand for such practice. As of the date of the above men 
tioned letter, Olson had submitted requests for change orders to the Navy as 
far back as October 1951, which had not been processed by the Navy. Up to 
September 26, 1952, there were some 300 revisions of approximately 80 plans 
occurring in such manner and at such times as to extend the period of com 
pletion of the work beyond all bounds. Those numerous revisions brought about 
numerous instances of confliction between them, on the one hand, and the speci 
fications on the other; and also between and among the revisions themselves 
and the plans relating to other portions of the work. A substantial portion 
of important and vitally needed plans shown on the plan status of the design 
agent dated April 1, 1952, for example, bore notations they would be revised 
1 week, after validation, which made it impossible to tell when such plans 
would be received by Olson. 

Because of such numerous changes and revisions, conflicting and unwork- 
able drawings, failure to adhere to normal commercial standards and practices 
in the performance of the work, and failure to process and pay for the numerous 
changes, all resulting in loss of time and increased expense, Olson stopped the 
work on September 26, 1952, setting forth the contractor’s position in a letter 
of that date to the Chief of the Bureau of Ships. 

Olson’s representatives had theretofore taken up all those matters with the 
responsible officials in the Navy from the Under Secretary and the Chief of 
the Bureau of Ships on down without any success in alleviating any of the 
onerous conditions with which Olson was burdened. 

Olson also transmitted letter dated November 3, 1952, setting forth the basis 
for the delay damages suffered. 
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It ay be well to interpose here the settlement which Olson made on the 
claims presented up to September 26, 1952. We had up to that time taken up 
these matters ith responsible officials in the Navy from then Under Secretary 
Whiteha Admiral Wallin, Chief of the Bureau of Ships, on down without any 

cess in rectifying these almost impossible procurement practices and con- 

After we stopped work, negotiations ensued for settlement and on November 
8, 1952, at Jacksonville, Pla., an informal agreement was arrived at whereby 
Olsor is allowed an increase of $171.000 in the contract for change orders 
ubmitted up to September 26, 1952, and $160,000 for delays, or a total of 


S31 000 
The Navy was to have unt December 1, to prepare and complete the working 


drawings and to correct the lists on the vessels because plan errors had resulted 











n . » port on ve Ni of about 314 with similar effect on other 
ESSE 

The pla er © in ¢ ! ds 1 week prior to the first of December 
ind no : preciable changes were to be made thereafter, whereupon we were 
‘ The Navy wa nable to meet its date of December 1 and the time 
was extended to December 8 By reference to amendment No. 5 to the contract, 
e indication may be gleaned of the nature and exten of the changes of 

! ‘ sup to that tim 
W ' rested from e Navy fe r Claims for anges and delays the 
Su if S$554.038.52, which we believed to have been proper and fair After 
day ( nvielding action o the part of the Navy, we were forced to accept 
ettle nt of $231,000 At that time we had liabilities of over $200,000 
ind ( kruptey if we did not accept the settlement, which was put on a 
take r-lenve-it basis bv the Navy Curiously enough, we now find that the 
pure] e of centrally procured material was about $300,000 less than the esti 
mate. Thus under tl settlement forced upon us the Navy was not required 
t hack to the rmvy for additional funds Unfortunately, the design was 
frozen and many revisions came into our plant after September 26, 1952, 
nd until April 30, 1953, hen we again stopped work and did not resume. 
Percentagewise, the changes were greater before the work stopped on September 
°6 Che changes to correct the list in the vessels amounted to about $54,000. 
But there wer n addition, many other changes and revisions constituting new 
nD revisions to plans, covering 64 drawings, and incorporating over 127 
D sions Sixty-nine of those revisions contain more than 110 items of 
new a d additional work to the contract: 28 additions were made to agree with 
her plans. Fhe remaining 30 revisions were items of information identifying 





vessels by particular hull numbers to which revisions were applicable either in 
Olson's vard or elsewhere Those 30 revisions also ineluded revisions and ap 
provals noted or any other item in dealing directly with changes to plans 
applicable to Olson’s contract In addition to plan revisions, the contractor 
vas required by letter or otherwise to perform many work items. Olson sub- 
mitted some 53 separate claims on change orders between the date of December 
8, 1952, through April 30, 1953, representing a dollar figure of $174,553.66 in- 
cluding the change order for correcting the lists. above mentioned. Of the 
imounts submitted, the sum of $59,699.60 (ineluding the list changes) had been 
idjndicated by the Navy leaving the balance of some $114.854.06 not counting 
any delay costs and damages resulting from those changes, which in themselves 
would greatly exceed that unpaid balance of the physical value of those change 
order It should be noted that 17 of those 49 change orders had been in the 
hands of the Navy since December 1952. Nine change orders were approved 
by the Bureau of Ships in late April but the contractor did not receive notices 
thereof until May 8, 1953, or more than a week after it was compelled to stop 
work again 

It is most important to realize there was a great waste of manpower, of 
partially idle, intermittently idle Inbor, caused hv these numerous changes and 
revisions which give rise to delay damages for which the contract recognizes the 
contractor should be paid for the time lost through changes and revisions. 
Olson, during the period from December 8, 1952, to April 30, 19538, had an 
average payroll of from $12,000 to $14,000 a week for direct labor alone. When 
those changes came in with even revisions, of the changes themselves, there 
was argument and bickering resulting from the insistence by the Navy in- 
spectors that all the latest changes and revisions be incorporated willy-nilly 
in the vessels without regard to the particular stages of construction of the 
various vessels. The amount of tearing out, redoing, and rearranging was 
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appalling. We were making these vessels for a customer who did not know his 
own mind No two vessels were alike and we suspect that every other ship- 
builder will have had the same unfortunate and costly experiences. We took 
this contract on a production basis, not on a tailor-made, experimental basis. 
No contractor can expect to do an experimental job at the will and direction of 
the Government on a lump-sum basis. It would have to be on cost-plus. Those 
are the reasons for the large delay damages resulting from the loss of produc 
tivity of labor under the above-mentioned conditions 

To rectify those conditions, Olson’s representatives have spent over $2,500 
in direct expenses in traveling to Jacksonville and Washington to obtain relief 
A total of 85 man-days was alone consumed in trips to Washington to attempt 
to obtain some businesslike methods of procurement, but to no avail. 

The contractor complained of the failure of the Navy to process those change 
orders repeatedly in Jacksonville, Fla., and to the contracting officers and repre 
sentatives of the Chief, Bureau of Ships, in Washington. After going to the 
expense of several trips to Washington, 1 with 3 representatives of Olson in late 
April, and with no progress being made in the processing of the change orders, 
Olson at a meeting in the Bureau of Ships, Washington, on April 30, 1953, set 
forth the contractor's position in a letter of that Cate, and ceased work. 

By letter dated June 5, 1953, the Navy notified Olson of intention to default 

Subsequent to that time on or about June 10, 1953, a meeting was held in the 
Bureau of Ships at which were representatives of the contractor, representatives 
of the offices of Senators Holland and Smathers, Congressman Herlong, in per 
son, representatives of Senate and House Small Business Committee and a 
representative of the SBA, but no relief resulted from that meeting. 

The contractor adhered to its position in a letter of June 10 to the Navy, and 
on June 17 the Navy defaulted Olson. The contractor appealed and that appeal 
was before the Armed Services Board of Contract Appeals, Navy Panel, as appeal 
No. 1717. The contractor contended that the disputes concerned questions of 
law rather than those of fact and the Board agreed, dismissing the appeal for 
want of jurisdiction. 

It should be stated that in April 1953 Olson delivered the first tug built by 
any of the shipyards in this program which was accepted at Fort Eustis, Va., its 
destination, and put into service. Olson was complimented on the quality of 
the work done on the vessels by everyone who inspected them. This included 
persons of great experience and reputation in boat building. 

We have lost over $400,000 on this contract and are now forced to eke out 
an existence on a day-to-day basis Mr. Olson, whose life has been spent in 
shipbuilding, has been forced to mortgage his property to take care of the losses 
which occurred. 

We hope that we have not lost our economic life in vain, and that from the 
evils of this procurement some good will come in order that others may be 
spared to carry on. ; 





STATEMENT OF WILLIAM H. SmMitrn, PRESIDENT, Smitru’s Basin & Dry Dock C 
Fort LAUDERDALE, FILA. 


PARTIAL SUMMARY OF CONTRACTUAL DIFFICULTIES ON 65-FOOT TUG PROGRAM 


DreAR SENATOR THYE: As requested by you, we are enclosing a brief history of 
some of our unfortunate experiences with the Navy Department in performing 
our contract for the construction of 65-foot harbor tugs, design 3004, contract 
No. NOBS-5577. 

On January 2, 1952, we submitted a negotiated bid to the Bureau of Ships for 
the construction of 65-foot harbor tugs to be built according to American Bureau 
of Shipbuilding rules. After many weeks of negotiation, numerous trips to 
Washington, and many telephone calls we were awarded a contract for 28 vessels 
on March 4, 1952. During the period of negotiation before the award with Mr 
Campbell of the Contracting Section, Bureau of Ships, Mr. T. Clyde Smith was 
constantly told that there were other bidders around our price and some lower. 
Everything at that time was very secretive as to the position of the bidder. All 
the evasion as to whether we were the low bidder was an extreme effort on the 
part of Mr. Campbell to get us to reduce our price by telling me that we were not 
the low bidder but that we might be in line after more evaluation by the Bureau 

This firm is presently building vessels under contract No. NOBS—5577. Since 
the inception of the contract, it has been an ever-increasing state of delay, con- 
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fusion, error, and indecision on the part of the Government and its agents which 
has resulted in a tremendous extra workload and loss to the contractcr. In fact, 
as of February 4, 1954, receivers have been appointed by the Federal court for the 
company and we, as well as many of our creditors, are at the brink of financial 
ruin Che situation is so critical that if we are not given immediate relief, we 
will be forced to shut down all operations and submit to an adjudication of bank- 
ruptey. Our liabilities, including all creditors, amount to $833,785.76. 

One of the greatest causes of delay, confusion, and exorbitantly high construc- 
tion and engineering costs in this contract was the failure of the Navy’s design 
agent, M. Rosenblatt & Son, to deliver to the contractor proper working plans, 


bills of material, and all other pertinent data which was called for in the cou- 
tract. The lack of detail and dimensions left an unaccountable number of deci- 
sions as to method of procedure to the local inspection force These decisions 
in many cases changed from time to time as work progressed on the tugs, result- 
ing in continual changes, rearrangements, tear-outs, ete., throughout the entire 


period of lofting, layout, construction, and fitting out. It also caused frequent 
arguments beween the inspection force and the contractor. In many cases the 


men on the joh were instructed to change and rechange work without these 
matters being taken up with the loft, management, engineering department, or 
the supervisory force. As a matter of fact, this lack of detail and dimensions 
on the plans has resulted in our building a continuing number of prototypes 
nstead of the same tug over and over again on which we presented our bid 
and which is the only way costs can be cut 

On March 29, 1954, we submitted to the Bureau of Ships a damage for delay 
ind other claims in the amount of $2,137,000. At this writing, we are waiting 
to negotiate with the Navy on these claims. The Navy has reset negotiation 


dates four different times. 

The fact that serious delays in receipt of approved final working drawings 
existed is irrefutably shown in the plan status reports prepared by M. Rosen- 
blatt & Son and distributed by the Navy Further, there is no evidence that 
effective steps were ever taken by the Navy to correct this condition. Delays 
in making even simple decisions by the Navy are also a matter of record. 
Another cause of delay has been demands of Navy inspectors, which we con- 
sider excessive and sometimes irrational. Some of the inspectors appear to 
lack the experience, sound judgment, and sense of values necessary for the 
proper execution of their work. This latter cause of delay is difficult to docu- 
ment because of the constant refusal on the part of the inspectors to reduce 
their demands to writing. Rather, they simply refused to take any action 
until their demands had been met. 

Another source of delay against which the contractor is helpless arises from 
the conflicting rules and regulations and interpretation of them by the numerous 
inspection activities. The normal difference of opinion that might be expected 
from the inspectors is further aggravated by the fact that neither the American 
Bureau of Shipping, the United States Coast Guard, or the Navy has practical 
rules for building vessels of the size and type under contract. As a consequence, 
while the various inspection agencies haggled over items that, in some instances 
were of no importance to the overall vessel, the contractor is subjected to 
unbelievable delays awaiting a decision. 

Many differences exist between the contract drawings and the approved 
working drawings. In many instances these differences are of a basic nature. 
In almost all cases they result in extra cost to the contractor. 

The contract plans depict a simple boat built to “good commercial practice,” 
as stated in the specifications. The working drawings, however, show an elab- 
crate boat built almost to the standards of a destroyer. Extremely high engi- 
neering, template, layout, construction, and overhead costs have resulted from 
the delay in receiving accurate, complete, approved plans and working drawings 
in time and in orderly sequence to allow orderly construction to meet the 
scheduled completion dates as called for in the contract. Our yard and facili- 
ties are laid out on a straight production-line basis to mass-produce one 65-foot 
harbor tug to American Bureau of Shipping and United States Coast Guard 
rules 28 times. Instead of these vessels being built on a production-line basis, 
each one has become a prototype within itself, so that the contractor is virtually 
building 28 different vessels, instead of 1 vessel 28 times. A great many false 
starts were made due to the great number and scope of the changes and it was 
impossible to prosecute the work in an orderly and systematic manner as we 
had planned, taking advantage of our straight-line production, on which we 
had based our estimate. Our plant will, therefore, be occupied for at least 1144 
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years longer than had been contemplated at the time of the execution of the 
contract. 

On January 30, 1954, at 11 a. m., a telephone call was made by Mr. T. Clyde 
Smith, Smiths Basin & Dry Dock Co., to W. L. Todd, administrative assistant 
to the contracting officer in Supervisor of Ships, Jacksonville, at his home. 
R. O. Moore, of the Smiths Basin & Dry Dock Co., was listening to the conversa- 
tion on an extension. 

Mr. Todd told Mr. Smith that he approached the Bureau several times with 
the idea of settling change order No. 102 for $10,000 per vessel, based on past 
performance of the Olson contract and several other similar contracts, but 
that he did not have much success. Todd went on to say that he had been 
talking to Captain Ellison the past few days with the idea of selling him (Cap- 
tain Ellison) the proposition of an across-the-board settlement, so much per 
vessel, to get us solvent and give us enough money to complete the contract. 
Todd further stated that Captain Ellison had talked to Captain Anderson in the 
Bureau, and, between the 2 of them, they were trying to work out 1 of 2 or 3 
proposals to make a settlement with us. 

Mr. Smith told him that he felt quite encouraged with this information, and 
assumed that was the reason the Navy cost inspector in Miami had been asked 
by Supervisor of Ships, Jacksonville, to audit our books and get our estimate of 
bow much it was going to cost us to complete the contract from December 9, 
1953. Todd said, “Yes, that was one of the reasons.” He then asked Mr. Smith 
what his cost figure was to complete: “A half million dollars?’ Mr. Smith said 
it was approximately $520,000. Todd said, “Well, this is in line. I have been 
telling Captain Ellison and all of them up here that I thought it would take in 
the neighborhood of a million dollars, and I have them thinking along those 
lines.” 

To end the phone conversation, Todd then told Mr. Smith to call him Monday 
afternoon to see how we were coming on change orders, and then he would turn 
Mr. Smith over to Ellison and he would carry the ball from there, but that he 
sure thought everything would work out O. K. 

Needless to say, Mr. Smith felt very encouraged after the phone conversation. 

Todd told Mr. Smith by no means tell Ellison that they had talked or make 
any mention of the conversation. But, like most of the conversation out of the 
Supervisor of Ships, Jacksonville, it proved to no avail. It was just another 
effort to further lull us into a sense of security. 


When Mr. Smith called Todd on Monday, February 4. he said there was 
nothing new, and Mr. Smith then asked to speak to Ellis: Ellison told him 


there was nothing he could do; that he had talked to Anderson, but there was 
nothing the Bureau could do either, and that he [Ellison] had done all he could 
and, that was it. Mr. Smith then told him we couldn't carry on any longer 
without more money and, as of February 3, we would cease operations due to 
lack of funds. On February 4 we filed a petition in Federal court for a volun- 
tary arrangement. 

Our bid and our contract call for the building of a 65-foot harbor tug built to 
American Bureau of Shipping (ABS) rules as per contract drawings. These 
drawings and specifications are what our bid was based on, and at no time during 
negotiations were we told that tugs were to be built to Navy rules and Navy 
inspection. We are not aware of any existing ABS or Navy rules for harbor-tug 
construction, but rather these tugs are built to rules that apply to oceangoing 
passenger, cargo, and/or combat ships. This was not explained when our bid 
was submitted. 

The tugs we are building embody ABS rules for oceangoing ships. (ABS 
does not have specific rules for harbor tugs.) Navy inspection and requirements 
are considerably more rigid, and require much more expensive equipment and 
other materials for harbor tug construction, and add greatly to operational com- 
plications and enormous increased costs. 

We have information that the minimum speed of this tug is greater than that 
required for a harbor tug. This is due to the fact that the critical speed of the 
main engine in this tug is 110 revolutions per minute, making an operational 
speed of 120 revolutions per minute necessary. It is our understanding that the 
Navy is now experimenting with this engine to reduce the speed to that required 
for satisfactory operation. It is a question as to why this engine was purchased 
when a prototype of these tugs was built for the Army, using a 450-horsepower 
engine and was completed before first flight contracts were let. 

At the time our contract bid was submitted, which was approximately 6 months 
after the award of first flight contracts, it was reasonable for us to assume 
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that complete detailed working drawings, bills of material, and other pertinent 
data would be available at once in the event we would be awarded a contract. 
We were even told, during negotiations for the contract, that all the necessary 
drawings, bills of material, and pertinent data would be available immediately. 
Contrary to this, the receipt of plans issued by Navy design agent and ordered 
by the Navy to be used in construction were in considerable variance with con- 
tract plans used for bidding purposes, and furthermore, the bills of material 
called for materials far in excess of that required for a harbor tug built to 
ABS rules. This refiected increased labor cost due to omissions, errors, dis- 
crepancies, etc., and to the present day are still being revised. Plans as drawn 
are so lacking in detail that too much is left to the interpretation of individual 
inspectors and individuals on type desks. 

In many instances, local Navy inspectors ask for changes to be made that are 
not shown on the drawings. Contractor asks for clarification as to design or, 
perhaps, location. Local inspection would not commit themselves. Contractor 
is told to make one; if the inspector likes the look of it he will accept; if not, 
contractor must do it again. For locations, contractor is told to put it in where 
he thinks it should be, and inspector says if he likes it there he will accept 
it; if not, it must be moved. Later, if design and/or location is incorporated 
on drawings as a revision, contractor must comply even though a tear-out is 
involved. These things are called development under contract. 

Even after approved drawings were received, revisions to these drawings were 
made at an ever-increasing rate and continue to the present time. On June 30, 
1953. a freeze on plan changes was instituted. Since that time, we have had 47 
plan revisions. As an overall picture, we have had approximately 300 plan re 

isions, constituting approximately S00 changes on 84 drawings. We agree 
small percentage of these revisions are minor but, in general, cause con- 
siderable delay due to reservations, omissions, errors, discrepancies, ete. Even 
minor revisions cause considerable checking and rechecking, which is “engineer 
ing” and not required under the terms of our contract : 

Article 1 (c): M. Rosenblatt & Son is preparing detailed working plans and 
other data required for the construction of the vessels under this contract 
Copies of working nd finished plans, booklets, material schedules, material 
orders, lists, and other data relating to the construction of the vessels will be 
obtained by the contractor from M. Rosenblatt & Son without charge to the 
contractor 

\lso, it is necessary to make excessive blueprints for the field so that everyone 
concerned in the yard will be aware of current revision. 


It is common knowledge, and can be veritied by advertisement in several 
uarine magazines, that a tug of comparable size and performance and built 
to ABS rules can be purchased for $120,000 complete at almost stock delivery. 
These same type tugs are used by the United States Army 


\n unhealthy condition existed at contractor’s facility: Local Navy inspec- 
tion have authority to demand any changes or additions, whether shown on 
the drawing or not. but do not have the authority to approve additional funds 
for this work In the past, Navy inspection would demand a change, giving 
no details. When contractor requested clarification, he was told to go ahead 
with the change, and, if it suited the inspector, it would be O. K.; if not, it 
would have to be done again and again until it suited. In cases of new designs 
or locations, local inspection would ask that a sample be made, and, if it suited. 
it would be approved. Considerable delay was caused by contractor’s reluctance 
to build something 2 or 3 times, when clarification could have been given be- 
fore work was started. Also, if work was accomplished and approved by local 
inspection and then a revision would be issued by p'an with a different version, 
contractor would be required to make work conform to revised plan version. 

Considerable delay was caused because contractor could not get clarification 
as to correct specifications for the purchase of certain items of material. Request 
would be made by ontractor to local resident supervisor of shipbuilding; he, 
in turn, would request the information from Jacksonville; and, they, in turn, 
would request information from New York and sometimes many months elapsed 
before clarification would be obtained 

There are cases where contractor suggested deviations from the plans to 
save time and material and make for bet*°r construction. This was not allowed 
by local inspection and supervisor of sli) building, Jacksonville. If the con- 
troversial question was in favor of the Navy, the contractor was told plans are 
only schematic and should not be followed. If the question was in favor of 
the contractor, then he was told he must follow the plan. A case in point is 
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pads for shrouds and forestay for mast. Drawing shows a one-half-inch plate 
with doubler rings welded each side and on the inside diameter and outside 
diameter, and then the hole drilled through the assembiy Contractor sug 
gested a thicker plate with hole drilled through (this is the design of most 
lifting pads, etc.) Local Navy inspection asked contractor to give one good 
reason why he wished to deviate from plan, and the reply was to economize. 
Navy inspection then said economy was no justification of plan deviation 

Contractor complained to resident supervisor of shipbuilding that plan 
revisions, unreasonable requests by inspectors, and arbitrary and supercritical 
inspection, etc., Was Causing delay in completion of tugs rhe reply was that 
the Navy was not in a hurry to get the tugs, no pressure was being put on the 
contractor, and, in fact, the Navy did not want the tugs anyway. Contractor then 
said to resident supervisor of shipbuilding that that may be true, but it was 
breaking him 

In June 1953, we wrote a letter requesting M. Rosenblatt & Son to send rep- 
resentatives down to our yard for an extended period or even until the first 
vessel was completed. We felt sure if this had been done, it would eliminate 
tnuany of our overall problems. Changes that had to be made could have been 
made in the field, thereby minimizing loss of production due to false starts, 
and saving considerable money in the overall picture. However, we never re 
ceived an answer to this letter and no action was taken by the Navy, 

In line with the charge of plans lacking in detail, some plans or specifications 
arrvy a general clause concerning safety and accessibility. Plans generally 
do not show in detail where safety and accessibility features apply and to 
what extent contractor should comply to satisfy these alleged requirements 
Rather, this is left to the interpretation of the individual inspector Chis 
questionable authority, im our opinion, has been excessively abused at the 
expense of the contractor. Throughout the piping systems, flanges and unions 
not shown on drawings have been ordered installed for accessibility at con 
tractor’s expense. Throughout the exhaust and ventilating systems, flanges 
and spools not shown on drawings have been arbitrarily ordered installed at 
the expense of contractor. An example that shows the unfairness to the con- 


tractor: All exhaust and ventilating systems were let to subcontractor He 
submitted his bid and fabricated systems to plans submitted. When installa 
tion was made local inspection insisted on revamp of systems, demanding 
numerous additional flanges, spools, ells, etc., for accessibility. Subcontractor 
accordingly billed contractor for $136 per hull above his contract price for 
exhoust systems Contractor therefore submitted a request for change ord 

for this amount te supervisor of shipbuilding, Jacksonville. They advised con 
tractor this was a “development under contract” and was to be accomplished 
at his expense and referred to the general clause concerning accessibility. 
Contractor then advised supervisor of shipbuilding, Jacksonville, that subcon 
tractor had presented an invoice to contractor for this extra. Superintendent 


of shipbuilding, Jacksonville, then ruled that if that was the case, a certified 
invoice from subcontractor should be presented to them, and it would be approved 
This was done and approval was received. We feel this is unfair treatment 
by superintendent of shipbuilding, .Jacksonville—if a subcontractor does the 
additional work, it is approved as an extra; if the contractor would have done 
the work, it would be a “development under contract” at his expense. We 
presently have an invoice for approximately $12,000 as an extra for similar 
conditions in ventilating systems. Contractor does not know if this will settle 
the question. It is possible that, if different inspectors are assigned, they 
might have different ideas and contractor will be required to make additional 
«hanges. These are possibilities that are prevalent where individual interpre- 
tation is the rule, and concrete detail does not exist. 

At the end of September 1953, William H. Smith, president, and T. Clyde 
Smith, vice president, had lunch in Washington with Adm. W. D. Leggett, Chief 
of the Bureau of Ships. We showed Admiral Leggett, at that time, our break- 
down per vessel of how much money it would take for us to complete the con- 
tract as of September 1, 1953. He commented, “that the price didn’t look too 
bad: as a matter of fact, it is lower than some of the other prices I have seen.” 
William H. Smith and T. Clyde Smith went on at great lengths telling the 
admiral of their many problems in performing the contract, the numerous plan 
changes, confusion, lack of coordination, etc., inspection problems and complete 
lack of cooperation from supervisur of shipbuilding, Jacksonville. The admiral 
was surprised at some of the inspection problems we had and went on to say, 
“the 65-foot tug program was the worst problem he had in the Bureau.” He 
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went on to say, “he would help us out and send a team down from the Bureau 


to help solve our problem; which never was done. Upon conclusion of the 
luncheon, Admiral Leggett stated, “Whatever you do, don’t shut down. You 


stick by the Navy, and I'll stick by you. Whatever you do, don’t get any Con- 
gressmen or Senators on my neck, I had enough of them in the Olson case.” 

It has come to our attention that verbal complaints have been made many 
times by supervisor of shipbuilding, Jacksonville, against Smiths Basin & Dry 
Dock Co.’s operation. It has been charged that the yard operated under very 
poor Management. insufficient planning, incompetent supervision, incompetent 
labor, waste and bribery that resulted in a very sloppy end product. We are not 
aware of ever having received any cfficial complaint in writing or otherwise from 
the Navy or Bureau of Ships that these things are true. Rather, we have had 
numerous periodical inspections from representatives of these facilities and in 
each instance we were told that our planning, vard layout, facilities and work 
manship were good and our completed tug was better than that of any other 
yard building this same product 


CASES IN POIN'I 


Ou January 26, 1954, sea trials were held for our No. 1 tug. When Lt. Comdr. 
C. BE. Leech, U. S. N., senior member of trials got aboard in the morning, he 
remarked that this was the best ana most complete tug he had inspected. Again 
at noon, he repeated this statement. After the trials and at the start of the 
conference, Lieutenant Commander Leech said, “Mr. Smith, | told you several 
times today and I want to say again, that I wish to compliment you on a wonder 
ful job. This is the best and most complete tug I have had the pleasure to 
inspect.” This statement was made in the presence of all members that attended 
tl onference. 

We quote from a letter written by Capt. M. G. Vangeli, Contracting Officer, 
Bureau of Ships, on April 29, 1953, to William H. Smith, following a visit to 
Smiths Basin & Dry Dock Co.,: 

“IT was impressed by the quality of the workmanship that I saw, and the 
evidences of high morale among your employees. You are to be congratulated for 
operating such a fine establishment.” 

On February 19, 1954, Admiral Leggett visited our yard and spent several 
hours here. He complimented us in the remarkable job we had done on the 
tugs under the difficult circumstances. He also sated the workmanship was 
fine, and he liked the layout of the yard. These statements were made to William 
H. Smith and T. Clyde Smith and repeated the same day to Mr. C. L. Pierce, 
president of the First National Bank of Fort Lauderdale in a conference at the 
bank with William H. Smith and T. Clyde Smith present. 

On February 26, 1954, Mr. A. A. Smith from the Production Department, Bureau 
of Ships, arrived at this facility through an order from Admiral Leggett. This 
visit was a result of a visit made by Admiral Leggett on February 19 at which 
time William H. Smith requested the admiral to send A. A. Smith down to investi- 
gate our complaints and help resolve some of the many problems. 

Mr. Smith made a detailed and thorough investigation. This took him eleven 
days at this facility, leaving here on March 10. During the course of his in- 
vestigation, he made the statement that the quality of workmanship on our tugs 
“was a credit to any shipyard in the country.’ When Mr. Smith returned to 
the Bureau. he was asked to submit a detailed report on his visit here. Mr. 
Smith told William Thompson, our Washington representative, that he refused 
to submit a written report because “it was too incriminating against the Navy.” 
However, he would make a verbal report to anyone. 

As a follow-up on Sinith’s visit, Mr. Pierce, president of the First National 
Bank, telephoned Admiral Leggett the latter part of March and asked him if 
he had seen A. A. Smith’s report on his visit to our yard. Admiral Leggett said 
he had not seen the report, but he had talked to A. A. Smith and there was “noth- 
ing detrimental against Smith’s Dry Dock in his report.” 

Mr. Pierce also informed Admiral Leggett during this same phone conversation 
that he understood our delay claim and other claims would be submitted by the 
end of the month. The Admiral said, “Fine. I will give it my personal atten- 
tion. I am very anxious to get their claim settled and settled equitably on both 
sides. I had a special team picked out to handle it, but they had to go to Europe; 
hut, I will put another team on it and complete evaluation of it in 2 weeks.” 
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luring the latter part of 1953, November and December, Mr. Pierce had several 
conversations with Captain Vangeli during which the captain said, “We owe 
Smiths a lot of money, but until they give us the necessary paperwork there is 
not much we can do about it 
Very truly yours, 


SMITHS BASIN & Dry Dock Co 
Wittiam H. Situ, President 
T. CLype SmitrnH, Vice President 


STATEMENT OF Mrs. ALAN MCDOWELL, FORMER PRESIDENT, AMERICAN BOILER 
WoRKS, INc., Erte, PA. 


Mr. Chairman, your committee has been kind enough to invite me to this 
hearing on the Navy’s purchase of 65-foot tugs. I appreciate the invitation, 
even though I do not know in what status I may accept it. 

As I understand, I am still technically the president of American Boiler 
Works, Inc., which was established 50 years ago by my late father. However, 
the company has been in bankruptcy proceedings since last October so that I 
do not know whether I can speak for it. 

In view of your invitation, however, I will endeavor to tell about the com 
pany and our efforts to perform under our contract and what it has done to us 

As I stated, my late father started this business 50 years ago. We built 
tugs, repaired and converted lake vessels. It was always a small business but 
it provided a comfortable living for our family and for the families of 150 or 
200 workers, some of whom have been with us almost the entire time. 

During World War II we participated in the military program, building YSD’s 
and LCM’s for the Bureau of Ships. Although they were fixed-price contracts, 
we voluntarily refunded $333,000 to the Navy. 

In the latter part of 1951, our yard was one of several invited to bid on 
the 65-foot harbor tug. Mr. Brother, F. J. Tollon, Jr., was then the president 
of the company and I was secretary. I well recall that he came to Washington 
frequently to negotiate and that the price was finally forced down to $104,000 
apiece for 7 tugs. 

We arranged a line of credit with our bank and started into production. The 
difficulties were not slow in developing. We expected materials difficulties 
because Korea was then in progress, but the real problems were from another 
source: The Navy started making changes in the plans and specifications. 

You expect a reasonable number of changes in the course of any contract 
but here it soon became apparent that no one seemed to know what this 
vessel was to be when finished. It was a new design. There was no prototype 
As bugs arose, at our yard or at other yards working on this program, changes 
were ordered. Over the course of the contract there were something like 250 
plan revisions covering some 700 changes. 

Now, it is true that the contract provides for change orders and some com 
pensation therefor. In isolated instances, there can be absorbed without too 
much damage. 

However, when you get so many changes and have to stop production to 
alter foundations or make other basic changes to accommodate machinery and 
equipment which does not fit, the entire production scheme falls apart and 
there is no way that we can put a dollar-and-cents price on the specific change 
at the time it occurs. 

I suppose it could be compared to the building of a house. The customer and 
the architect submit the plans and specifications for bid and the lowest respon- 
sible bidder gets the job. His contract specifies that he shall be paid for an 
changes. But suppose neither the architect nor the customer has ever seen a 
completed house of this type and their ideas are just ideas. When the furnace 
is delivered, it is too tall for the basement. Well, a change order is put 
through to lower the floor or raise the ceiling and the builder is to be con 
pensated therefor, but what about the loss of the other workers whose orderly 
progress upstairs is held up as a result? You can’t lay them off and yet they can't 
do their regular work. So a change order is poor compensation and, when you 
get 250 plan changes, well—it’s just confusion confounded. 

You may get some idea of our picture when I relate that we were supposed to 
have delivered all seven of these tugs by the end of 1952. But on October 2, 1953, 
the Navy issued Change Orders Nos. 102 and 103 because “certain working plan 
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omissions, interferences, errors, reservations, and holdups (hereafter referred 
to as plan deficiencies and modifications) have been or will be encountered. 
These * have resulted or may result in the redoing of work already per- 
formed on the vessels.”’ 

Now, that came almost 2 full years after we'd received our contract. And 
it was addressed, not only to us, but also to the other four yards involved in 
this program. So the problems were not unique with us. And neither was our 
financial difficulty because, as we learned, 1 or 2 of the other yards were in or on 
the edge of receivership, just as we were, and the other 2 weren’t too far away. 

In other words, this one program had been enough to wreck every yard that 
undertook to perform. 

And what did the Navy do about it? I can tell you what they did in our 
ase—they met with us here in Washington and up in Erie. Ten or a dozen 
meetings 

Our attorney and our banker suggested a receivership or reorganization plan 
so that our creditors would be held off until we worked out some plan of relief 
with the Navy. I shuddered at the very mention of a bankruptcy proceeding of 
any kind but I did as they suggested and the court appointed a trustee in 
October L053. 

Then came the great plan. I don’t claim to know all its intricacies but, in es- 
sence, it was something like this: If the company obtained a $600,000 completion 
bond and $150,000 of additional capital, the Navy would not forfeit the contract 
but would afford some degree of relief. Of course they did not suggest how a 
company in bankruptcy proceedings goes about obtaining a $600,000 completion 
bond or $150,000 in new capital, never mentioned in a previous meeting. Need- 
less to add, nothing came of these great plans. The receiver gave up and 2 
months ago we were placed in involuntary bankruptcy. 

Who is at fault in this situation? Well, I suppose we must accept some of the 
responsibility for going ahead with construction before the Navy made up its 
mind what kind of a tug it wanted. I suppose we should not have allowed our- 
selves to be pushed into signing a contract which allowed $28,000 for delivery 
from our yards in Erie, Pa., to Mobile, Ala., when the Navy figures the cost of 
that element, alone, at $65,000. At the negotiations we were led to believe 
that the Navy would open the bridges at no cost to us, thereby permitting 
$28,000 for delivery to be realistic 

But that was during Korea. The Navy wanted these tugs and we wanted to 
produce them. That’s the nature of our business. We took the contract and 
tried to live up to it. 

But did the Navy live up to its end of the bargain? I suppose that, eventually, 
we might have been compensated in some fashion for each of the 250 plan revi- 
sions, assuming we accepted their figures. But a small business like ours has to 
worry about its payroll every week. And when the Navy holds up a single 
progress payment, there may not be enough money in the bank to meet the pay- 
roll. That's what happened to us in August 1953. 

The men volunteered to stay on the job, without pay, until we could straighten 
things out. And they did work on, but we couldn’t straighten things out because 
the Navy didn’t see fit to do its bit when it could have saved the situation. 

In 1952 this very committee conducted hearings into how the Defense Depart- 
ment was treating small contractors. Your report said, in part: 

“A careful reading of the law (title II of the First War Powers Act) and of its 
legislative history indicates clearly that Congress in approving Public Law 921 
expressed a twofold intent; namely, to protect military sources of supply by 
keeping defense suppliers in business and to afford relief to businesses suffering 
heavy losses on fixed-price contracts. The military has applied the law to meet 
the first of these objectives, involving its own problems, but with a stubborn 
disregard of practical justice has refused to meet the second.” 

Mr. Chairman and gentlemen of the committee, I give you the American Boiler 
Works, Inc., as proof of the truth of that statement. 

Thank you. 


Senator Fercuson. The next witness is who? 

Mr. Sruvrs. Mr. Rosenblatt and Mr. Nathan Friedland, of the firm 
of M. Rosenblatt & Son, design agents, New York, N. Y. 

Senator Smatners. We will take a 3-minute recess. 

(Short recess taken.) 
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Senator Frreauson. I would like to have Mr. Rosenblatt junior, and 
Mr. Rosenblatt senior, and Mr. Friedland, and Mr. Young. 

Will you raise your hands? Do you solemnly swear on the matter 
now pending before this committee, you will tell the truth, the whole 
‘ruth, and nothing but the truth, so help you God? 

Mr. Lester Rosensiarr. I do. 

Mr. Yor NG. I do. 

Mr. Friepianp. I do. 

Senator Ferauson. Who wants to speak first ? 


TESTIMONY OF LESTER ROSENBLATT, MANDELL ROSENBLATT, 
WILLIAM YOUNG, AND NATHAN FRIEDLAND, OF THE FIRM OF 
M. ROSENBLATT & SON, DESIGN AGENTS, NEW YORK, N. Y. 


Mr. Lester Rosensiarr. I will, please, sir. In order to conserve 


time, I would suggest that 1 be permitted to read abstracts from a 
letter that we sent to Mr. Woodruff a few weeks after he visited our 
office summarizing the situation. 
Senator Frreuson. All right. Now, we will 
letter in evidence, but you give us the excerpts. 
(The letter above referred to is as follows:) 


receive the whole 


M. RoSensiattr & Son, 


* New York, N. Y., March 30, 1954. 

Mr. FRANKLIN WooprvuFr, 
Senate Small Business Committee, 
Washington, D. C. 

Dear Sir: In reply to questions you raised during your visit of March 15, 
1954, to this office, we are pleased to submit this memorandum. During your 
visit, the part played by this organization as design agent and procurement agent 
in the 65-foot and 100-foot harbor tug programs, and the financial difficulties 
being experienced by so many of the shipbuilders were discussed. 

Mr. Mandell Resenblatt and Mr. Lester Rosenblatt, partners; Mr. William 
Young, chief engineer, and Mr. Nathan Friedland, project engineer, for the 
tugboat programs, were present during the talk with you. Mr. Friedland has 
been project engineer on these vessels for a little more than 2 years, The 
Messrs. Rosenblatt and Mr. Young have been connected with the tugboat programs 
in their indicated capacities continuously since May of 1951. 

Mr. Mandell Rosenblatt has over 40 years’ experience in all phases of ship 
design in naval architects’ offices and shipyards. He has been chief designer 
of John H. Wells, Inc., chief draftsman of Tams, Inc., and has had responsible 
positions with the Brooklyn Navy Yard, Bath Iron Works, Fore River Ship 
building Corp., Cramps Shipyard, Consolidated Shipbuilding Corp., and this 
company. Mr. Lester Rosenblatt (myself) received his degree in na 


al archite 
ture and marine engineering from the University of Michigan, 


and has had 
approximately 14 years responsible experience in ship design with John H. Wells, 
Inc., the Pearl Harbor Naval Shipyard, Franque A. Dickens, C 
& Co., and this firm. Mr. William Young has had almost 50 
in the marine-engineering field, including 14 years as chief engineer of Con 
solidated Shipbuilding Corp., 11 years as the assistant chief engineer at Fede 
Shipbuilding & Dry Dock Co., 6 years as an assistant engineer at Gibbs & Cox, 
Inc., etc. Mr. Nathan Friedland has had 19 years of responsible 
ex perience, including 13 in the marine field with the New York Navy 
firm, and at George G. Sharp as a leading 
department. 

During April 1951, the Navy Department, Bureau of Ships, inquired as to 
whether our company was in a position and willing to undertake preparation of 
working plans of a 100-foot tugboat. It is assumed that this inquiry came as 
a result of the Bureau’s familiarity with this firm’s qualifications for and interest 
in doing work of this type. 

Shortly thereafter Capt. BE. E. Roth, the supervisor of shipbuilding, New York, 
inspected this office’s facilities for both design and procurement 

48107—54——_7 


at Petzold 


years experience 


eneineerlhy 


Yard, this 
member of that firm’s basic-design 


Subsequently, 











92 NAVY PROCUREMENT OF TUGBOATS 


we were advised of award to us of BuShips Contracts NObs-5520 and NObs-5521 
covering design and procurement for the 100-foot harbor tug, design 3006, on a 
negotiated cost-plus-fixed-fee basis. Work was initiated on May 3, 1951. Both 
contracts, NObs—5520 and NObs 5521, were entered into as of June 1, 1951. 

In the middle of May 1951, Capt. J. B. Smyth, senior assistant supervisor of 
shipbuilding, United States Navy, New York, inquired by telephone as to whether 
this company would be able and willing to undertake work on a 65-foot tug 
similar to that just assigned on the 100-foot tugs. An affirmative answer was 
given and within a short time we were advised to proceed, under contracts 
NObs-5526 and NObs—5527, with design and procurement services for the 65-foot 
harbor tug, design 3004. Inception date of our work on these two contracts was 
May 15,1951. Contract NObs—5526 was dated May 31, 1951, and NObs-5527 was 
dated June 1,1951. The attached sheet lists all the shipyards involved, together 
with their contract numbers and numbers of vessels. 

To date there have been several amendments to each of the above contracts. 
The only significant amendment to each, however, has been an extension to cover 
additional, second-flight, vessels. The other amendments provided for additional 
costs and changes in accounting details. 

The programs were initiated during a critical phase of the Korean situation, 
and the Navy established very rigorous plan schedules emphasizing completion 
of plans at the earliest possible date and avoidance of unnecessary refinements. 
On numerous occasions the Bureau of Ships and the supervisor of shipbuilding 
urged extreme effort in plan production. 

By January 1, 1952, 68 percent of the 100-foot tug plans and 45 percent of the 
65-foot tug plans had been submitted for approval to the Navy with copies to 
the shipyards for their advance information. These figures are for first-flight 
vessels. Second-flight yards received fifst-flight plans for advance information 
as soon as the building contracts were assigned. A large percentage of first- 
flight plans applied without change to second-flight vessels; many of the remain- 
ing plans did not involve changes of great magnitude. Although difficulty was 
encountered in meeting plan schedules up to December 1951, these schedules were 
adhered to fairly rigorously after that date 

Plan delays referred to above were caused by a number of reasons, many of 
these interacting. As we explained in reply to your questions, there were de- 
lays in receipt of information from vendors of mechanical equipment. “Delay” 
resulted because of the time required to make studies of rearrangements re- 
quired to accommodate in the 65-foot tugs the lowest priced suitable main engine 
and for the Bureau of Ships to make further study and arrive at a decision. 
Unavoidable delay was caused by the necessity for obtaining plan approvals from 
the Navy, Coast Guard, American Bureau of Shipping, and United States Public 
Health Service. In addition to the time required for each approval, one of these 
agencies would occasionally reject a detail approved by another, thus necessitat- 
ing an entire round of conferences, revisions, ete. The fact that this was a 
composite Army-Navy program, concerning which there was little or no previous 
experience, resulted in some confusion and delay. The necessity of determining 
the extent to which commercial standards, rather than military standards, ap- 
plied, was another time-consuming factor. Finally, certain difficulty was ex- 
perienced in obtaining qualified naval architects, marine engineers, and marine 
draftsmen. This company was relatively fortunate in having in its employ at 
the start of these tugboat programs a good nucleus of about 16 men who were 
then working on several varied design projects for private and Government 
sources. The years 1947 through 1950 saw very little activity in marine design 
or construction in this country and most of the men trained during and prior 
to World War IT had left the field before the Korean conflagration caused a re- 
surgence of shipbuilding and ship design in this country. 

In order to meet plan schedules as closely as possible, authorization for this 
office to use overtime was obtained from the supervisor of shipbuilding. This 
overtime was used sensibly and did help us meet scheduled plan submittals. 

It should be noted that the scope and extent of the plans were established very 
early in the program and all the shipbuilders received at least preliminary plans 
and plan lists very early in their building schedules. No general criticism of the 
plans was received by this office until fairly recently. This criticism seemed to 
coincide with reports of financial difficulties being experienced by the ship- 
builders making the complaints. 

The plans prepared by this office for the tugboat programs are, at very least, 
reasonably complete, detailed, and accurate. Like all other sets of plans, they 
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are not perfect, but it should be remembered that all these plans were examined 
and approved by the supervisor of shipbuilding, United States Navy, New York, 
and in most instances were examined and approved by the United States Coast 
Guard, the American Bureau of Shipping, and the United States Public Health 
Service. We believe that claims of plans inadequacies stem primarily from 
the aforementioned financial difficulties and the fact that the contractual 
relationship between the Government, the shipbuilders, and the design agent 
gave rise to a situation where complaints about certain Government furnished 
material, namely plans, could prove lucrative, or at least helpful financially, to 
the shipyards. 

We have heard that in order to avoid the above situation some future pro- 
grams might eliminate the employment by the Government of design agents. 
Except in the case of a very few large shipyards with full engineering staffs, 
and quite apart from our own distaste for this proposal, we believe the pro- 
posed cure to be far worse than the disease, because most yards will be unable, 
incompetent, or unwilling to build up or employ suitable engineering and draft- 
ing forces. It does seem that contracts could, without any great difficulty, be 
written which would provide for the Government to supply shipbuilders with 
normal, not perfect, working plans and would place the primary responsibility 
for building a ship on the shipbuilder, where it does belong. As any person 
with a shipbuilding background knows, this responsibility always includes the 
application of some engineering and shipbuilding know-how, as well as other 
skills, to the problem of constructing vessels. 

There were several occasions when some of the shipyard requested additional 
details on plans, correction of errors and clarification, ete. Until a design 
“freeze” was established in July 19538, the plan changes indicated above were 
made as requested by the shipyards. In at least one instance, however, we 
were requested by a shipbuilder not to provide certain details. 

Basic design of both vessels was by Philip L. Rhodes, naval architects, who 
supplied the plans to the Army. ‘These were used as contract and bidding plans 
and were turned over to this office for use in preparing working drawings. 
Because of the considerable difference between the machinery and mechanical 
equipment indicated on the contract plans and the machinery and mechanical 
equipment finally selected on a strictly competitive basis, there were major 
plan changes in engineroom and piping layouts. No substantial changes were 
required in the hull. However, a very considerable number of hull plans, addi- 
tional to the contract plans, had to be prepared. 

After the construction programs began, normal requests for information and 
clarification began to arrive from the yards. Plan revisions were made as 
necessary. A large number of changes resulted from the trial trips of the 
first vessels, The trial conferences, attended by representatives of the Army, 
interested naval activities, the design agent, the Coast Guard and, the American 
Bureau of Shipping, resulted in numerous requests for revisions. These were re- 
viewed by the Bureau of Ships and, where indicated, instructions were issued 
to this office to make plan changes. Further, as soon as the drafting load in this 
office diminished, a systematic revision of each plan was made to correct any 
previously undiscovered errors or to supply any necessary additional details. 
It is understood that the Bureau of Ships issued change orders to the shipyards 
to cover the cost of all additional work required by the vards. 

Many changes resulted from an early amendment to the specifications requir- 
ing that United States Coast Guard and American Bureau of Shipping certifi- 
eates be furnished. It is understood that first-flight builders received change 
orders covering this. Second-flight specifications contained these requirements 
originally, but this office is not aware whether or not this was the case with the 
specifications on which the shipyards bid. This office did receive change orders 
on its first-flight contracts for additional work required to obtain these certifi- 
sates. 

Another source of difficulty lay in the fact that the Coast Guard and the 
American Bureau of Shipping give considerable autonomy to their representa- 
tives at the shipyards. On occasion, details approved by the New York offices of 
the regulatory bodies were not accepted by their field representatives. 

Although the number of changes resulting from all the above is not considered 
by this office to be out of line with normal shipbuilding experience, especially for 
programs involving construction of so many vessels for the Government, many 
of the shipbuilders began to protest against the number of resulting plan re- 
visions. Accordingly, the Bureau of Ships established a design “freeze” on July 
1, 1953, which permitted plan changes to be made only with the specific approval 
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of the Bureau of Ships. The Bureau of Ships has permitted some relaxation of 
the freeze to permit correction of some errors and to incorporate changes re- 
quested by the Coast Guard and American Bureau of Shipping or by the Army. 
We understand that, where appropriate, the Bureau issued change orders to 
the shipbuilders to pay for these changes. At the present time, a number of 
plan changes are still in progress. These have resulted mainly from Coast 
Guard requirements and specific Army requests. 

You raise the question as to why the minimum speed of the 65-foot tugs is 6 
knots. High minimum speed is inherent in a geared diesel drive and is one of 
the reasons why so many operators use diesel-electric drive. The simplicity of 
the geared diesel drive was probably an important factor in its selection by the 
Army Torsional vibration calculations revealed a critical vibration in the 
minimum speed range. At the time the calculations were made, it was decided 
that no particular harms would result from simply avoiding this speed range. 
No requirement of a minimum operating speed was included in the specifica- 
tions for the vessels. ‘Trials substantiated the results of the calculations, but 
it was decided subsequent to the trials that the 6-knot minimum speed was un- 
desirable. In order to reduce the minimum speed at which the boat can be 
operated the Bureau of Ships is now conducting an experiment on one vessel 
using a bronze shaft in lieu of the steel shaft. As part of this experiment, the 
propeller pitch is being reduced slightly. 

You also raised the question as to why the Atlas engine was selected for 
the 65-foot tug in place of the General Motors engine indicated on the con- 
tract plans. When, as procurement agent, we received quotations for main 
engines for the 65-foot tug, the Atlas engine was priced approximately $15,000 
less per unit than its closest competitor, the General Motors engine. The 
Atlas engine was considerably larger in overall size than the General Motors 
engine, and the Bureau requested that this office make a study to determine 
whether the Atlas engine could be fitted into the ship. After it was found 
possible to do this, and after further investigations of both engines, the decision 
was made to use the Atlas engine. Two months were required for these studies 
and the decision. Complete redesign of the engineroom was required after 
the engine was selected, but a saving of $1,500,000 was effected in the cost of 
the 1 


gines 






Phe 1 agent was not asked by the Navy or the Army to prepare any 
estimate of the costs of the vessels. This office, however, did prepare and 
furnis! y an estimated cost of the centrally procured material. 
It i ent’s opinion that the actual building costs are probably 








into account the machinery and equipment in the vessels 
and the relative inexperience of some of the shipbuilders. The 65-foot tugs 
are basically quarter-million-dollar vessels and the 100-foot tugs half-million- 
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You raised the question as to why the design agent did not send repre- 
sentatives to the yard Oo iron out difficulties. The design agent feels that 
such visits benefit the entire program. Earl n the program the design agent 
was not authorized to tisit the shipvards This situation was later changed 
and the design agent has sent representatives to each of the shipyards on sev- 
eral specific occasions. No systematic program of design-agent representation 
at the shipyards was ever established. The design agent is under the impres- 
sion that while the Navy favored visits to the shipyards, these were to be 
somewhat limited as an economy measure It should be noted that as a matter 
of contractual procedure all contracts by the design agent and the shipbuilders 
had to be made through the Navy representatives at the shipyards Actually 
this procedure avoided certai areas of possible confusion and was not as 
restrictive as it might sound 

As to the nature of this firm’s business, it can be stated that we are en- 

ged almost exclusively in naval architecture and marine engineering, the 
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only exception being a small amount of marine brokerage and insurance. In 
: on to our tugboat contracts, recent and present assignments inelude the 
design of other vessels for the Bureau of Ships, design work on practically 
all types of naval vessels including aircraft carriers, submarines, patrol boats, 
etc., for three of the country’s naval shipyards, and design work on com- 
mercial vessels and yachts for the city of New York, private shipyards, ship 
operators, research organizations, and individuals. 

During your visit to this office, you mentioned comments regarding a desire 
by the Navy to favor larger shipbuilding organizations at the expense of the 
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smaller yard In this connection, we must state that we have never heard or 
seen any statement or action which could be construed to support this cot- 
ment \t all times, the Navy has evidenced a sincere desire to get the job 
e with no desire to favor or discriminate against any group or individual. 
It is our opinion that the finan | difficulties being experienced during the 
present programs are complex in « n and result to a considerable extent from 
he ¢ recency tio existing durin the in of the pi ims 
elieve t beca of the ! t ati phere ere was insufficient time 
oO int n thly this Arn Wwhiel ntel ited n n vel 
etwee ! \ nd mild l s s plan 
iol ho i I t! t Ar }) l a ( I umel 
t! ‘ ESSE d servi eme n tl use of a 
( ‘ tr} ] 10S \ ted ade- 
Té i t ] }) le \ ot 
! | MIST ( i 1 eX rience I carrying out 
ram ft 
\ \ ? j } { he ‘ \ ne ‘ af ) nt 
eng l i e det cl I rt « rg 
pbuilding ] ( i i On the otl l 1, the urgen f the situa 
1 ( | dit l 
pe { l ( t nt, the é ik f building 8 
] } ‘ 1 ee] ‘ rh y wre f ship 
] ! n t has ¢€ \ cannot { ind ( rl it when 
} ( 1 
| fo helieve s t) fa hat the hip- 
< col t I ( v j I ( te 1 ver the cost of n- 
cting the ve Many ited to ft] ition The builders, 
due to keen « ipetition amo} he ds, their anxiety for work ck of 
derstandin ) nat the p 1, and po til n iny 
in inces simply bid too low and, after ne tiatior iccepted too low a figure 
Phi el of the m ’ lu nd partic ul the well-bein if the 
l I and ¢ er activities hom y ve 1 privileged to deal re 
of concern to this offi We hope t nfo ion |} in will be helpful. 
incerely yours 
M. Rosenriatr & So 
LESTER ROSENBLATT 


65-Foor Harsor Tua, Destan 3004 
FIRST FLIGHT 
Missouri Valley Steel, Ine., Leavenworth, Kans.—NObs 5545 (ST—1988 to 


T-2015), 28 vessels. 


Olson Corp... Beresford, Fla NObs 5546 (ST—-1978 to ST—1987). 10 vessels. 


Tt 


SECOND FLIGHT 


American Boiler Works, Inc., Erie, Pa.—NObs 5567 (U26-1436 to U26—1442), 
Smith Basin & Dry Dock, Fort Lauderdale, Fla.—NObs 5577 (U26-1449 to U26— 
1452, ST-2113 to ST-2136), 28 vessels. 

Fellows & Stewart, Inc., Wilmington, Calif.—NObs 5566 (U26-1448 to 026- 
1445), 3 vessels. NObs 5576 (026-1446 to U26-1448, ST-2097 to ST-2112, YTL— 
748 to YTL-751), 25 vessels. 

Total of 26 vessels. 
Total of 99 65-foot harbor tugs. 


100-Foort Harnor Tuc, Desten 3006 
FIRST FLIGHT 


Avondale Marine Ways, Inc., New Orleans, La.—NObs 5547 (LT-1936 to LT— 
1963), 28 vessels. NObs 5562 (U25-1435) 1 vessel. Total of 29 vessels. 
Higgins, Inc., New Orleans, La.—NObs 5548 (LT-1963 to LT-1977), 14 vessels. 








6Rawls Bros. Construction, Ine., Jacksonville, Fla As a result of termination of 
NObs 5546—Contract NObs 5635 was awarded for completion of 9 vessels. 
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SECOND FLIGHT 


Higgins, Ine., New Orleans, La.—NObs 5583 (LT—2088 to LT-2094), 7 vessels. 
John E. Matton & Son, Waterford, N. ¥.—NObs 5584 (LT-—2095 and LT-—2096), 


2 vessels, 

National Steel & Shipbuilding Corp., San Diego, Calif—NObs 5582 (LT-2075 to 
TL-2087), 13 vessels. 

Total of 65 100-foot harbor tugs. 

Mr. Lester Rosensiatr. Yes, sir. I identified the people present 
at that conference who are also present today. My father, who will 
return in a moment, I trust—— 

Senator Ferguson. Is this your father? 

Mr. Lester Rosensuatr. Yes. 

Senator Fercuson. Will you be sworn, please. You do solemnly 
swear in the matter now pending before this committee you will tell 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Manveuuz Rosensuiatr. I do. 

Mr. Lester Rosensiarr. Mr. Mandell Rosenblatt has over 40 years’ 
experience in all phases of ship design in naval architects’ offices and 
shipyards. He has been chief designer of John H. Wells, Inc., chief 
draftsman of Tams, Inc., and has had responsible positions with the 
Brooklyn Navy Yard, Bath Iron Works, Fore River Shipbuilding 
Corp., Cramps Shipyard, Consolidated Shipbuilding Corp., and this 
company. Mr. Lester Rosenblatt received his degree in naval archi- 
tecture and marine engineering from the University of Michigan and 
has had approximate sly 14 vears’ responsible experience in ship design 
with John H. Wells, Inc., the Pear] i. irbor Naval Shipyard, Franque 
A. Dickens, Charles Petzold & Co., and this firm. Mr. W illiam Y oung 
has had almost 50 years’ experience in the marine engineering field, 
including 14 years as chief engineer of Consolidated Shipbuilding 
Corp., 11 years as the assistant chief engineer at Federal Shipbuilding 
& Dry Dock Co., 6 years as an assistant engineer at Gibbs and Cox, 
Inc., et cetera. 

Mr. Nathan Friedland has had 19 years of responsible engineering 
experience, including 13 in the marine field with the New York Navy 
Yard, this firm, and at George G. Sharp, as a leading member of that 
firm’s basic design department. He was in charge of their scientific 
section. 

Senator Frereuson. What you say about the design of these tug- 
boats and these other boats would indicate that these men are skilled 
in their trade, and should be able to design a boat. 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Frrcuson. And draw plans and specifications. 

Mr. Lester Rosensuatr. Yes, sir. 

Senator Frereuson. I take it from that that they are well qualified. 
Have you ever heard these compl: ints before? Did you know there 
were such complaints as these ? 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Frereuson. When did you first learn about it? When did 
the complaints start to come in? 

Mr. Lester Rosensiatr. I would draw on recollection and say as 
early as a year ago, approximately, we heard complaints relative 
to changes, change orders, planning errors, and such, perhaps a little 
earlier than that. 
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Senator Frrauson. Was your office responsible for all the changes? 

Mr. Lester Rosensuiatr. No, sir. 

Senator Ferauson. One man had a hundred changes. 

Mr. Lester Rosensiatrr. No, sir. I would like to go into detail on 
the changes a little later. There were actually over a hundre d changes. 

Senator Frreuson. That is the reason I raised this point, because 
I want you to cover that. 

Mr. Lester Rosensiarr. I ce rtainly will. 

Senator Ferauson. Because you show here that you are skilled and 
know how to design and to plan a tugboat. 

Mr. Lester Rosensuarr. Yes, sir. 

Senator Frreuson. Is this the first tugboat you ever designed ? 

Mr. Lester Rosensiatr. Oh, no, sir. 

Senator Frreuson. All right. Go ahead. 

Mr. Lester Rosensiatr. We won’t pass up that point of changes. 
We have a careful analysis of it. 

During April 1951, the Navy cy: Aecreigeat Bureau of Ships, in- 
quired as to whether our company was in a position and willing to 
undertake preparation of working plans of a 100-foot tugboat. 

[ might explain that this letter deals with both the 100-foot tug 
program and 65-foot tug program. 

Mr. Forsyrur. What was that date? 

Mr. Lester Rosensiarr. During aes 1951. 

It is assumed that this Inquiry ‘ame as a result of the Bureau’s 
familiarity with this firm’s qu: alific ‘ations for and interest in doing 
work of this type. 

My letter says “shortly thereafter.” That is in error. Shortly 
before what I am about to describe— 

Capt. E. E. Roth, the supervisor of shipbuilding, New York, inspected this 
office’s facilities for both design and procurement. Subsequently we were 
advised of award to us of BuShips Contracts NObs—5520 and NObs—5521 covering 
design and procurement for the 100-foot harbor tug, Design 3006, on a negoti- 
ated cost-plus-fixed-fee basis. Work was initiated on May 38, 1951. Both con- 
tracts NObs—5520 and NObs—5521 were entered into as of June 1, 1951. 

In the middle of May 1951 
about 2 weeks after we were awarded the 100-foot tug contract— 
Capt. J. B. Smyth, senior assistant supervisor of shipbuilding, United States 
Navy, New York, inquired by telephone as to whether this company would be 
able and willing to undertake work on a 65-foot tug similar to that just assigned 
on the 100-foot tugs. An affirmative answer was given and within a short time 
we were advised to proceed, under contracts NObs—5526 and NObs—5527, with 
design and procurment services for the 65-foot harbor tug, design 3004. Incep- 
tion date of our work on these 2 contracts was May 15, 1951. Contract NObs— 
5526 was dated May 31, 1951, and NObs—5527 was dated June 1, 1951. The 
attached sheet lists all the shipyards involved, together with their contract 
uumbers and numbers of vessels.’ 

To date, there have been several amendments to each of the above contracts. 
The only significant amendment to each, however, has been an extension to 
cover additional, second-flight, vessels. The other amendments provided for 
additional costs and changes in accounting details. 

The programs were initiated during a critical phase of the Korean situation, 
and the Navy established very rigorous plan schedules emphasizing completion of 
plans at the earliest possible date and avoidance of unnecessary refinements. On 
numerous occasions the Bureau of Ships and the supervisor of shipbuilding urged 
extreme effort in plan production. 





7 See Rosenblatt letter of March 30, 1954, p. 91 
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i ris | plan chedule. 
— ' . . ° 
| t! wa r) | upon between the Navy and our oflice in July 
» ’ 1 , 7 i ] } ce 
of In November. I believe November 21, that plan schedule was 
| because we were not su eqading ih meeting the rst one, the 
one of ily 
. . 7 1 ° 1 2 } 
Th revision 1n plan scheaule Cc lled ror submi tal Vus ot] Our plans 
1 9 + ») + . ] +1 : . 
to the supervisor's office approximately 3 months later than the first 


At the time the second schedule was agreed upon between, I believe, 
Capt Gluntz of the Bureau, and our ollice, consideration was given 
to having the dates feasible from the standpoint of our office’s pro- 
duction pos sibilities, and also consideration was rah en to the needs of 
the shipyards, because we discussed the sequence in which the plans 


i 





should flow from the shipyard’s angle. 

That schedule of November 21, 1951, has never been revised, and 
the « mMparisons Lam about to give you refer to that revised schedule. 

The chart I have here shows that our plan submittal in general 
followed that schedule. At some time in November and December, for 
instance, of 1951 we were a little ahead of our schedule. 

From the beginning of January through near the end of March 
we were a little behind our schedule. I say a little. Let me be more 
precise. I would say 3 weeks. From the end of March onward we 
were a little ahead of our schedule. 

Now when I say “ahead” and “behind,” I refer to this. Our sched- 
ule called for submittal of a certain number of plans by a certain 
date. 

Mr. Sruvrs. Strictly numbers, Mr. Rosenblatt, or types? 

Mr. Lester Rosensiarr. Pardon ? 

Mr. Sruurs. Numbers or types? I mean did you get the whole 
plan ? 

Mr. Lester Roseneiarr. I am speaking now of the total number 
of plans. It is true that particular plans were delayed a good deal 
inore than this average figure represented by this chart. Other plans 


—<———_—_———- 


‘Chart not reproduced in this record. 
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were advanced a great deal. Some plans came out many weeks early; 
othe 's came out, a fe w came out m: wy weeks late. 


Mr. Sruurs. So to meet that schedule you just had to put ; LV, 
a figure of 40 plans by March 15? 

Mr. Lester Rosensi ee. 

Mr. Svuutrs. It made no differer vl i )¢ 

Mr. L ] BLATT. No; it did n . differ e. I de a 
dif e to t! vard, I kno 

edule said plan number so-and-so, so-and-so title is sched- 
uled to be subi 1 to pervisor shipbuilding on nd-sucl 
vd i ae ting Tt } ~ il D use it vel out a i sii 
the average performance which takes into account the fact that some 
came earl and some came late. 

In general, we did our best and did not succeed always, but in gen- 
eral did, to produce the plans in the sequence required by the schedule. 

Mr. Sruvrs. Obviously if your hull plan came away late, all the 


rest of them were me: aningl 3S. 

Mr. anny ee RosENBLAT?Y. You will find that almost invariably the 
hull! plans came early, the machinery plans came late, because that the 
hull plans were required first. 

In the case of machinery, say, piping plans, you will find that if a 
diagram of a certain system was late, you will find thav the arrange 
ment plan, the plan that the yi asd had to use to install the piping, 
came earlier than the diagram, because we stressed the plan the yard 
needed. 

| think I should reiterate that the second schedule was approxi- 
mately 3 months behind the first schedule, and that we just about met 
the second schedule. 

Mr. Sruurs. You had substantially complete plans in the hands of 
the supervisor of ships at these dates. How long a time-lag was there 
after that? Are these the revised plans? Do you send them to the 
supervisor of shipbuilding and he sends them back? 

Mr. Lester Rosensiatr. This is the first time that we submit the 
plans to the supervisor. 

Mr. Srurts. So if there were errors or if it was not approved then 
there is a further time lag? 

Mr. Lester Rosensiatr. Yes, sir: even if it is approved, there is 
a time lag, to get it back to us with the supervisor’s signature to make 
the validation. 

Mr. Sruuts. You make the ee ibution ? 

Mr. Lester Rosensuatrtr. Yes, s 

Mr. Srutts. How about a salvedile to show when these things were 
distributed? Is that meaningful at all? 

Mr. Lester Rosensiarr. Yes. I think I will turn this over to 
Mr. Friedland, our project engineer, who will be able to give you 
more precise dates. 

Senator Smarnuers. Let me ask a hypothetical question right here. 
If the Navy entered into a contract with Olson in June of 1951, 
and you didn’t ogres with the Supervisor of Ships on a plan for any- 
thing until July 1951, and then it was revised in November 1951, what 
sort of plans was taae building on from June to November? 

Mr. Lester Rosensiatr. Of course, each of the shipyards, including 
the Olson Corp., had the contract plans and specifications. 

Mr. Struts. Could they do any ordering on that ? 
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Mr. Lester Rosensxatr. I would say that the shipyard could per- 
haps have. I don’t know whether 

Mr. Srurrs. Could they have been reimbursed for any material 
they had acquired under contract plans not approved by the super- 
visor ¢ 

Mr. Lesrer Rosensiatr. I don’t know the answer to that question. 

Senator SmarHers. Let me ask you this question, and I am not 
a shipbuilder. I want to come back to the same question. They 
entered into a contract with Olson in June 1951. You made your 
first plan for the 65-foot tugboat in July, a month later, I presume, 
just for rounding. That plan was revised in November of 1951. 

Mr. Lester Rosenesiarr. We are speaking of a plan schedule, sir, 
that is the thing that was revised. 

Senator Smatruers. Plan se ae ? 

Mr. Lesrer Rosensuiarr. Yes, 3 

Senator Smatruers. What do you mean by that? 

Mr. Lesrer Rosensiarr. A plan schedule is merely a listing of each 
plan we are to make and the date on which we expect or are supposed 
to submit it to the Navy for approval; it is a sequence of events. 

Senator Smatuers. So then in July 1951 you had no plans at all for 
the tugboats. You were just beginning to make a plan schedule? 

Mr. Lesrer Rosensxiatr. No, sir, that is not exactly correct. When 
we received our contract from the Navy we were given a set of con- 
tract plans of the ship, presumably the same set the shipyard bid on. 
They were not a complete set of plans, not a complete set of detailed 
working plans, but they did contain some of the major hull plans. 

Senator Fercuson. That would indicate the Navy had never built 
a tugboat before. 

Mr. Lesrer Rosensiarr. I don’t think that it would indicate that 
they never built a tugboat before. 

Senator Frrcuson. Why not; wouldn’t they have plans? 

Mr. Lester Rosensiatr. They never built one of these tugboats 
before; the Navy never did; that is correct. They never built a tug- 
boat of this design before. 

Senator Fercuson. Never did? 

Mr. Lester Rosensiatr. Not that I know of. 

Senator Smaruers. Right on that point, it seems rather interesting 
to me that the Army had built tugboats like this before. 

Mr. Lester Rosensxiatr. Yes. 

Senator Smaruers. And these tugboats were going to be used for 
the Army, weren’t they? 

Mr. Lester Rosenpiarr. Yes, sir. The Army had built the tug- 
boats somewhat similar to this boat before. 

Senator Fereuson. Then they had plans and specifications. 

Mr. Lesrer Rosensiatr. No. I think I could explain the situation, 
if I may. 

Senator Smarners. The Army had built similar tugboats before: 
is that not correct ? 

Mr. Lester Rosenevatr. Similar but not identical. 

Senator Smaruers. All right, I said “similar.” That is my 
question. 

Mr. Lester Rosenevarr. Yes, sir. 

Senator Smaruers. Now these tugboats were actually for the use 
of the Army, were they not? 
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Mr. Lesrer Rosenniarr. Most of them; yes, sir. 

Senator Smaruers. How, then, did the Navy get in on this? What 
is the reason for the Navy? 

Mr. Lester Rosensiatr. We now come back to unification, which 
was a problem this morning. 

Senator Frrevuson. Why couldn't you unify through the Army? 
Why do vou have to switch over to the N ravy 

Mr. Lester Rosensiarr. Sir, I haven't LN Government policies. 
J read the papers and I get an idea. I understand that single- 
service procurement was one of the results of unification. 

Under such single-service procurement the Navy would obtain boats 
and ships for the Army, the Air Force, and other agencies of Govern- 
ment. ‘That I believe is the way the Navy- 

Senator Smaruers. That’s right. Wouk d you not have thought 
under unification the “Arn nv would have let the N: avy have its plans 
for the tugboats so the Navy could then use them ¢ 

Mr. Lester Rosensiarr. The Army did let the Navy have all of 
the plans of this vessel which they had, but that was not a complete 
set of detailed working plans. 

It was a set of contract plans which had proven sufficient for one 
very competent experienced builder to build one vessel quite similar to 
the one which is being turned out in quantity now. 

Senator Frravson. Why didn’t you use that then as a pilot ? 

Mr. Lester Rosensiarr. Why didn’t we use that vessel as a pilot? 

Senator Frrauson. Yes. 

Mr. Lester Rosensiatrr. We did as much as we could. 

Senator Frercuson. These men never saw it. 

Mr. Lester Rosenpiarr. You asked why we didn’t and I said we 
made as much use of that vessel as we could. 

Senator Frrauson. When did you get your contract ? 

Mr. Lester Rosensiatr. Pardon? 

Senator Frerauson. When did you get your contract ? 

Mr. Lester Rosensiatr. Inception of our work, I believe, was 
May 15. 

Senator Frrauson. The 15thof May. Did you get a letter of intent 
or a contract / 

Mr. Lester Rosensiarr. I will tell you in just 1 second, sir; 5526 
first flight. The date of our contract is May 31. We raceioel a letter 
contract on June 4, 1951, but the date of inception of our work, the 
day that we were told to go ahead, costs will be allowed, was May 15. 
We began on May 15. 

Senator Frreuson. Now tell me this: What was this, a percentage 
contract ¢ 

Mr. Lesrer Rosensiarr. This was a cost-plus-fixed-fee-type con- 
tract. 

Senator Frerauson. Cost plus a fixed fee? 

Mr. Lester Rosensiarr. Yes, sir. 

Senator Ferauson. What was the fixed fee? 

Mr. Lester Rosensiatr. I will tell you exactly. It was fixed 
7 percent of the estimated cost of the job. 

Just one moment, please, sir, and I can tell you. Of course, this 
fee was fixed and the estimated cost established not at the beginning; 
later on. Not on May 15, but subsequent to that. 

Senator Frercuson. What was the estimated cost of these ships? 
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Mr. Lester Rosenpuatr. The estimated cost of our work finally 
oO} upon between the Navy and ourselves was $87,220. That is 
( : d ig I he b it. tl rst flioht. 
Frereuson. For all of the 
M Lester Rosensiatr. The first-flight boats only. The Olson 
M Valley boats, 38 vessel 
nator Ferauson. That was on the basis of 7 percent, 714 percent ? 
Mer. Lester ROsENeBLATI No. that w;: aoe de imated cost, 
reed that we would ike 7 percent of that as a fee or a 
~ Senator Freravson. The boats were to cost $87,000 apiece? 
Mr. Lester Rosensiatr. No, sir, our work, the cost of our work 
to d to the Government. No, to us, it was agreed on, estimated 
ee 4 ZN aha Wwe vere to 1 ve ol ( 5 plus : profit or fixed fee 
7 percent of t] r SA ) 
Si r Ferauson. In other words, you were paid that for drawing 
the } and specifications ? 


Mr. LESTER Re SENBLATT. Yes sIr. 

senatol FERGI SON, And the Vo fot a fee of 7 percent, 
Mr. Lester Rosensiatt. Of that. 

enator FERGusON. Not on that. On the 87? 

Mr. Lester Rosensuatr. Yes, sir. 

Senator FERGUSON. What was that for? 

Mr. Lester Rosensiatr. That is profit. 

Senator Freraeuson. That was profit. 

Mr. Lester Roseneniarr. Yes, sir. 

Senator FERGUSON. The « ther was actual cost. 

Mr. Lester Rosensuatr. Actual cost. 

Senator Frrevson. Then you had nothing to do, your fee had 
nothing to do. with the cost of the boat. 

Mr. Lester Rosensiatr. No, sir. No, sir. That is correct, it had 
nothing to do with the cost of the boat. 

Senator Frrauson. How much did you actually get? 

Mr. Lester Rosensiarr. How much did we actually get? 

Senator Frereuson. Yes. 

Mr. Lester Rosensiarr. To date for our work ? 

Senator Frrauson. Yes. 

Mr. Lester Roseneiatr. We are not yet complete. We have not yet 
completed our work as design agents. 

Senator Fereuson. You haven't designed them all yet? 

Mr. Lester Rosensiatr. I might explain this: That being a design 
agent includes many duties other than making plans such as submit- 
ting plans, making all revisions to plans, and so forth. 

Senator Fereuson. How much have you got to date? 

Mr. Lester Rosensiatr. How much money we have to date? I 
can give you an answer as of April 30. 

Senator Frreuson. All right. 

Mr. Lester Rosensuatr. For the first flight vessels. Actual cost to 
April 30 from inception runs $149,265. 

Mr. Stuuts. How about the the second flight, Mr. Rosenblatt ? 

Mr. Lester Rosensvatr. Second flight through April 30, $128,038. 

Senator Fercuson. Now what was the original fee ? 

Mr. Lester Rosensiatr. The original agreed cost ? 
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Senator Frerauson. Was $87,000, wasn’t it ? 

Mr. Lester Rosensiarr. $87,220 for the first flight and $56,250 for 
the second flight. 

Senator Ferguson. Then you get your fee of 7 percent on the new 
fioure that you gave ¢ 

Mr. Lester Rosensiatr. No, sir, on the a 

Senator Frreuson. On the agreed ¢ 

Mr. Lester Rosensiatr. Plus 7 percent profit on any change orders 
to us which the Navy agreed upon. 


: ‘ 
rreedi estimate. 


1 1 1 Rd . 1 ] 
have you had to date in both ¢ 


Senator Ferecuson. How much money 

Mr. Li STER ROSENBLATT. Hi W i uch have we rect ived or billed ror ¢ 

Senator Ferauson. Yes 

Mr. Lester Rosensiart. The figures I just gave you. 

Senator Frrauson. Billed for. 

Mr. Lester Rosensiarr. Well, I can’t tell you just how much was 
billed for. 

Senator Frercuson. You got this? 

Mr. Lesrer Rosenpiarr. No, these are costs incurred, both billed 
and received and not yet billed. 

S149.265 on the first flight plus $128,038 on the second flight. 

Senator Frercuson. Do you expect any more costs ¢ 

Mr. Lester Rosenpuatr. Yes, sir, we do. We have made—— 
Senator Frreuson. An estimate / 


Mr. Lester Rosensiarr. We have made an estimate basec: upon 
estimated completion dates, because our work finishes when the ship- 
yard’s work finishes, and I can give you those figures, if you would like. 

Senator Frreuson. What are those ? 


sign 


Mr. Lester Rosensiarr. For completion of the first-flight de 
( he second-flight desion 


agent work, $22,735 and for ¢ ympletion of t 
work, $35.962. I shouldn’t like the figures in the unit column here to 
indicate great accuracy in the estimate. They are the results of sub- 
traction from round figures. It must be considered to be estimates 


only. 
Senator Smatruers. Let me ask vou this quest on. Did you say that 
this $87.200 was the cost of tl designs for the first flicht vessels? Is 


that correct? 

Mr. Lester Rosensiatt. Not quite, sir. I said that that was the 
agreed estimated cost between us and the Navy for the design work 
on the first-flight vessels. 

Senator Smarnuers. Was that the first agreed figure or was that 
subsequently agreed to? 

Mr. Lester Kosenpiarr. That was the first and only figure agreed 
upon for the basic job. There were additions to that for change 
orders. 

Senator Smaruers. Did you get 7 percent profit on every change 
order that was made? 

Mr. Lester Rosensiatr. We get 7 percent profit on the agreed 
price to us of each change order, not of each change. 

Senator Smaruers. That’s right, I wanted to see if we could get 
that straightened out, because I think it is to our understanding and 
to your benefit possibly to get it clear. 

Mr. Lester Rosensiarr. Yes, sir. 
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Senator Smaruers. In other words, it would be incorrect for me 
to say that if the change order resulted in an expense of $1,500 addi- 
tional, you would not thereby get 7 percent of that $1,500? 

Mr. Lesrer Rosensiart. [ am confused on the question. 

Mr. Frieptanp. May I interrupt, Senator / 

Senator Smaruers. No, let me just pursue this. I will let you talk 
all you want in just a minute. I understood you to say that you had 
got not only the $87,000 plus 714 percent. 

Mr. Lester Rosensiatr. Seven percent. 

Senator Smaruers. Seven percent, but you also got seven percent 
of the cost of any change order. 

Mr. Lester Rosensiarr. Of the cost to our office for the design work 
ona change order. 

Senator Smaruers. The cost to your office. Well, in addition to the 
7 percent, did you also get the actual cost to your office of the change 
order / 

Mr. Lesrer Rosensuarr. Yes, sir. 

Senator Smaruers. So in addition to the $87,200 on this first-flight 
contract, you got additional actual costs. 

Mr. Lester Rosensiatr. Yes, sir; I can give you the amount. 

Senator Smaruers. For every change order. 

Mr. Lesrer Rosensuiatr. Yes, sir. 

Senator Smaruers. Plus 7 percent of the cost of each change order ? 

Mr. Lesrer Rosenstarr. That is correct. 

Senator Smaruers. Representing your profits? 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Smatuers. Now how many change orders did you recom- 
mend / 

Mr. Lester Roseneiarr. I would say that we recommended either 
very few or none, is that correct ¢ 

Mr. Younea. I don’t think we made any. 

Mr. FrrepLanp. May I make my interruption now, Senator? I hope ; 
rs re is no confusion between change orders to us and change orders 

to the shipyards. 

Senator SmaTuHers. Right. 

Mr. Frrepianp. They are completely and entirely different. If the 
shipyard is entitled to a change order, it is on one basis concerning 
which we are not officially aware. Our change orders are for addi- 
tional design work above and beyond our original contract, and may 
or may not be connected with what the shipyards are getting. 


Senator SmatrHers. Who initiates the change orders? % 
Mr. Lester Rosensiatr. The Navy initiates them to us. ‘ 
Senator SmaTHeRs. The Navy initiates change orders to you? i 
Mr. Lester Rosensiatr. Yes. & 


Senator Smatuers. Did the Navy on this first group of tugboats 
initiate any changes to you people? 

Mr. Lester Rosensiatr. Yes, sir, they did. I believe I have a list 
of all of them here. 

Senator SMaTHErs. Approximately how many did they initiate ? 

Mr. Lester Rosensiatr. Ten change orders total on the first flight 
and approximately 12—— 

Mr. Frreptanp. Nine, I believe. 

Senator SMaruErs. So the only money you got out of those change 
orders was the actual cost of those change ‘orders. 


t 
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Mr. Lesrer Rosensiatr. To our office. 

Senator SMatHers. To your office, plus 7 percent. 

Mr. Lester Rosensiatr. Of the estimated, the agreed estimated cost 
of each of those ch: anges orders. 

Senator SmatHers. Approximately how much would those change 
orders cost ¢ 

Mr. Lester Rosensatr. I can tell you that pretty close here. On 
the first-flight, 65-foot tugs, the change order, the agreed estimated 
amounts, the agreed estimated cost to us totaled $41,417. 

Senator SMATHERS. So you got the Fgures $149,000 and $128,000 that 
you have listed, plus what you got for the ch: ange orders, tots ling 

536,000 ? 

“i Lester Rosensiarr. I lost you in the arithmetic. 

Senator Smatruers. Well, those were your figures. We were just 
adding them up here as you recited them. 

Senator Frrcuson. In all you get $336,000, whereas your contract 
‘iginally called for $145,420. 

Mr. Lester Rosensiatr. Would you repeat that, please ? 

Senator Frreuson. $336,000. 

Mr. Sruxrs. It is adding what you have gotten to date—— 
Senator Fereuson. Tell us what you have billed for, what you will 
bill for. 

Senator Smatruers. Plus while you were all talking—— 

Senator Frrauson. Plus 7 percent. 

Senator SMaTuers. Yes, but plus money for change orders. 

Mr. Lester Rosensvatt. I think your arithmetic is correct. I have 
a summary here which I made in the hotel room last night which 
includes procurement costs. This is a summary for both design and 
procurement. 

Senator Frrecuson. I am going to ask you about procurement. 

Mr. Lesrer Rosensiatr. For both design and procurement first and 
second flights, in other words all work we have to do on both flights 
of 65-foot tugs, our original estimate of all of that work as submitted 
to the Navy totaled $357,400. 

Senator Frercuson. You get a percentage on your procurement. 
‘or instance, when you buy a steering engine, motor, cable, sh: ee 
universal joints and spares, $6,811. ‘You bought that for the Navy, 
is that right? 

Mr. Lester Rosensiatr. Well, we actually bought it for the ship- 
vards. We were the procurement agents for the shipyards. We, in 
effect, acted for the Navy. We procured the material. 

Senator Frercuson. How much commission did you get on that ? 

Mr. Lester Rosensiatrr. We received no commission on that and 
no percentage. To procure that material—I will explain to you what 
we received as remuneration for our work—to procure that material, 
our office expends certain moneys. <A certain cost is incurred. 

That cost is returned to us, plus 7 percent of the estimate of that 
cost that was agreed upon between us and the Navy. In other words, 
it is handled in exactly the same way as design work. 

Mr. Sruurs. If you buy a million dollar engine, or $15,000 worth 
of steering wheels, each might cost you $100, both of those are pro- 
curement. There is no ratio as to the cost-—— 

Mr. Lester Rosensiatr. We don’t make more by buying expensive 
equipment. 


O 
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Senator SMATHERS. But you say you get 7 percent of the cost. 
Mr. Lesrer Rosensiarr. To our office of performing the work 


Senator Smatuers. You do not get 7 percent of the cost of the 
mater which 1 procured. 

Mr. Lester Rosensiatrr. No, but I would like to. 

Mr Patent, AnD. We get 7 percent of the cost required for a man 
to write up a purchase specification, to telephone bidders and to offer 
the Navy information to select a main engine. 

Senator Smaruers. Let me ask this question. When you make pro- 

nents, for example like this water cooler, did you order that 
water cooler fe this boat ? 


r 
Mr. Lester Rosensiatr. I do not believe—no: that was not of the 


centrally procured items. We procurred major items of machinery 
were listed on a list of centrally procured items, and our instruc- 
» to limit the material we pre ured to those items on the list. 
Senator Smatuers. Did you draw the designs to call for a water 
( of that size? 
Ny Li STER Rost NBLATI ‘ water Coc ler of that Size was called 
for by the original specifications which were prepared by a private 
val architect for the Army, and those contract plans and specifica- 
re turned o » the Navy 
J { ! i 1t over ft iS, a I presume that we procured such, 
put on the pla ch a water cooler, and that the shipyards 
— ittor Fercuson. Tell me this. I know vou are a rofessional 
mai ut if the Army had a ver imilar ship, thev 1 ‘d to ave plans 
ications for it. Now why would the Navy ro out and hire 
t on a project like this and finally the Government end 
p and pay $ 56.000 # 
at. Lveren RoseNR T can exp} het cts 
r Ferat H do you explain that? 
M) Lester ROSENBI AT! The contract plat al l specifi ‘ations from 
Army had one aq il Vilar vess | built were it] the contract 
] 1 were not t] ( vr plete letail \ rking pl 1S 


senator Feravuson. How did the Army ever build the ships from 


Mr. Lester Rosensiatr. Most shipyards could not build these ships 


f those plans that this one shipyard did. 
Senator Frravson. How did the Army get them built without plans 
and specifications 2 


Mr. Lesrer Roseneiarr. Sir, the Army had only one similar ship 
built. 

Senator Frrcuson. Well, how did it get one built? 

Mr. Lester Rosensiarr. From these contract plans which were not 
sufliciently detailed to allow production of a large number of ships in 
normal s shipyards. 

Senator Frercuson. Would it not be just a redrafting of the plans? 

Mr. Lester Rosensxarr. No, sir. 

Senator Fercuson. Can you not photostat that? 

Mr. Lester Rosensratr. No, sir; I am drawing on memory now. 
The contract plans numbered approximately 19 for this vessel. The 
total number of detailed working plans 
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Senator Ferauson. But going back, if the Army built one of these 
ships very similar, how did they do it without plans and specifications. 

Mr. Lester Rosensiarr. By going to a shipyard that had extensive 
experience with this type of vessel, and was used to building ships with 
relatively little information. 

Senator Frreuson. Have you got the Army man who is responsible 
for dealing with the Navy? Have you got him subpenaed ? 

Mr. Forsyrne. No; we don’t. 

Senator Frreuson. You had better get him. I want to know how 
he built this ship, this first one, without plans and specifications. 

Mr. Manpeitt Rosensiarr. Senator, — I say something. I am 
somewhat acquainted with the history of this. A few years before 
we got into this picture, a number of aes prior to the inception of 
these contracts, Philip L. Rhodes & Co., naval anchivbects in New York, 


prepared plans for the Army of a 65-foot tug, p rototype for which 
vas built in Jakobson’s yard in Oyste r Bay. i, ak obson is a competent 
builder and he ean build 


from those sal atively few plans. He doesn’t 
want many plans. He felt he would be h: impered | yy plans. 

Senator Frerauson. How is a man hampered by plans 

Mr. Manpett Rosenziarr. You have g 
They want a free hand in doing certain stuff. They don’t want you 
to tell them how to do it. They know how to build a tuoboat. . 

Senator Smatruers. Is not that what Mr. Olson said here, that he 


1 73 
vot to know these build rs. 


was hampered by these continuing influx of plans, that he would 
liked to have had less plans. 

Mr. Manbety Rosensiatr. Yes; but Mr. Jakobson is a very experi- 
enced man. 

Senator Frerevuson. Were you not afraid you would hamper some of 
these other ene all your plans? 

Mr. Manne. Rosenseartr. We ell, we were just Government agents, 
and let me tell you that making lots O f pl ins and not hampering t ie 
shipbuilder who hasn’t got the background or experience, you have to 
remember that shipbuilding in this country is not a vocation, is an 
avocation, unfortunately, and the average yard is relatively incompe- 
tent. Itis not their fault. We haven't got the shipbuilding skill. 

Yo 1 ef uld see if f you went abroad. | was in Holland last year. 
You ec nuuld see the trained men in their yards. Yo u can’t see them 
here. Itisa difficult task 


Senator Frerauson. Some of these men here, one of them had built 
tuos before. 

Mr. Manpectt Rosensiatr. But one man can’t build a boat. It is 
a matter of organization. Let me tell you if the Navy had given the 
shipbuilders the same plans they gave Jakobson, it would be a Sorry 
story. 

Senator Ferguson. Then you claim these men were not competent 
shipbuilders ? 

Mr. Manpett Rosensiatr. They are as competent probably as they 
can find today, but our whole industry is demoralized. Th: t is the 
crux of the whole situation. 

Mr. Lester Rosensiarr. What we are alluding to, Senator, during 
the period after the Second World War shipbuilding suffered a tre- 
mendous drop in this country. 

48107548 
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Senator Frrauson. But therefore there must have been a lot of 
skilled people because the bottom dropped out, as they say. There- 
fore all your skills were without work. 

Mr. Lester Roseneiarr. Those people who lost jobs in the ship- 
building industry did not starve and wait for a job in the shipbuild- 
ing industry. They Si nt into other industries, and when various 
activities such as the Navy, design agent, and shipyards needed skilled 
people, we all had trot uble in enticing those people back, great trouble. 

Sen: tor Frrcuson. Now does the Navy have, or the Government 
have skilled designers ? 

Mr. Lester Rosensuiatr. Yes, sir. 

Senator Frrcuson. Why did they not design this ship? 

Mr. Lester Rosenenarr. I don’t believe the ‘vy had sufficient skilled 
designers to design the ship. 

Senator Fereuson. Is that your answer? 

Mr. Lesrer Rosensiarr. That is my opinion, why. 


Senator Smaruers. Let me ask a question right here. When you 
comp »lete your designs, that was all the shi} ybuil ler needed, was it not 2 
Mr. Lester Roseneiarr. Yes, sir: | aa l say that is correct. 


Senator Smaruers. And why did the Navy give 200 additional 
designs? In other words, why did = Navy come along with 200 
additional change orders, which was in effect, I assume, changes of 
your designs? 

Mr. Lesrer Rosenpsiatr. Well, now we are getting into the matter 
of the number of changes and change orders, and if you would like 
to go into that at this time, perhaps we would like to present the 
entire 

Senator Smaruers. I am no shipbuilding man, as is obvious by the 
questions I ask, but I do not understand when you say that one man 
does not want to be hampered by plans, he can go ahead and build a 
tug and then you come along and say now, “We got $336,000 to build 
designs for the ship,” and when you people had completed your job, 
that is all that was needed. ‘The builder should have gone ahead and 
have been able to fix that tug up just perfectly and sent it out. 

Yet after you had comple ted your work, presumably somebody gave 
about 200 additional change orders, and I presume that they were 
changes in the particular designs. 

Mr. Lesrer Rosenpsiarr. Sir, we completed all of our plans to sub- 
mit it, and have added quite a few revisions to them. Ships can be 
built from them now, but if somebody requests a change, a change will 
be made or a revision made to the pl: ins. In other words, our work 
is not yet complete, but somebody could build a ship from the plans. 

Senator Smaruers. Now we are getting to where we want to get. 
. hen the ch: ange orders were thos se your oe rs did not request ¢ Q 

Mr. Lesrer Rosensiarr. That is correct, 

Senator Smaruers. These change cde Tiseialiinié we can con- 
clude, arose in the very fertile imagination and minds of the Navy 
Department. 

Mr. Lester Rosensvarr. Not entirely; no, sir. Some of them arose 
in the minds of the Navy Department. There are many reasons be- 
hind changes in our plans. Most of the charges are the results of 
change orders. 

Senator Smatuers. Let me just say this: If it did not arise with 
you and it did not arise with the Navy, then where did they arise? 
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Mr. Lester Rosensiarr. Several ways. Due to the United States 
Coast Guard— 

Mr. Forsyrue. Before you begin, I know what you are referring to. 
Do you have extra copies that you could give to Senator Smathers and 
Senator Ferguson ? 

Mr. Lesrer Rosensiarr. | think we have; yes, sir. 

Senator Ferauson. These are the changes / 

ForsyrHe. I would like for the Senators to be able to look at 
them. 

Senator Ferauson. There is one thing I would like to ask you while 
you are looking that up. This prototype that the Government got, 
the contract became effective in March 1948. It was amended by a 
number of change orders during its life which terminated in August 
1952, upon the completion of the final plan. 

This is the prototype. The total, of course, was $376,087.42, and 
of this amount the tugboat accounted for $285,941.88. 

In other words, the Government, out of the taxpayers’ money built 
au prototype for $376,087.42, and then did not even use it as a proto 
type, but went out and hired your firm, and I am not blaming your 
firm, for $336,000 to do the same thing. 

Mr. Lester Rosensiatr. Sir, your inference, if I may say so, is 
incorrect. 

Senator Ferauson. What is wrong with it ? 

Mr. Lester Rosensiarr. The boat built by Jakobson had an entirely 
different machinery plan, entirely different. 

Senator Fercuson. Well, isthat all of the difference ? 

Mr. Lester Rosensvuarr. Well, that is about half of the vessel, sir, 
the tugboat. 

Senator Fereuson. How do you account for a boat that you drew 
as a designer that would list dl4 percent, and they say if they had 
completed it the way you had designed it, it would have listed 
percent ¢ 

Mr. Lesrer Rosensiarr. We are on another subject, sir, and if you 
would like for me to account for it, I would be glad to. 

Senator Ferguson. Have you ever seen this prototype / 

Mr. Manpe.tt Rosensuatrtr. Yes. 

Senator Frereuson. Did it list? 

Mr. Manve.ut Rosensuatr. Yes, sir, even more than ours. 

Senator Fereuson. It listed even more than yours ? 

Mr. Manpetit Roseneiarr. Yes, sir. 

Senator Ferguson. How long have they been building tugboats ? 

Mr. Manpevt Rosensiarr. It is difficult for a layman to under- 
stand this, but let me call your attention to this. 

I conducted experiments up in Erie, Pa., on the American Boiler 
tugs in a snowstorm. We found that a 175-pound man going from 
port to starboard would list that boat five-eighths of a degree, just 
1 man. 

Senator Ferauson. They only had 6 people on 1 of these. 

Mr. Manvett Rosensiarr. All right. Now if you are familiar 
with it, you will find a little tug like that, although she is stable, can 
be keeled over with very little weight, and that goes for any tug of 
that size. 

Senator Frercuson. I still cannot understand. How long have they 
been making tugboats ¢ 
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Mr. Manpetnt Rosensiarr. Let me eall your attention to this. No 


ving man on this earth, I guarantee, especially in view of the weights 

e get, can guarantee that he is going to design a boat to have zero 
st 

I ip in Portsmot vear or so ago and they launched a sub- 

: ich they keep accurate track of all the weights. That 

I ed a aegree al half, and there is no better method kept 

re than there is in that yard, I believe. In other words, those 

lative iy tendel hen they are launched, and it doesn’t 

take much weight on one side to keel them over. You can correct it 


Senator Frrauson. This man did not correct this one with ballast. 
He put in some forty or fifty thousand dollars to correct it. 
Mr. Manpeiti Rosensiarr. You can correct it. You have got to 
4 1X7 | ’ 
to consideratte We design a boat 
S tor Frrauson. What we are trying to find out is how this thing 


} < oe , 
pPpen. L will e to admit that to a layman it just seems 


1) 3. 
Mr. Lester RosENBI rr. Senator, it may seem impossible and un- 


} t 1 


’ . , 1 > . . . 
\ ve el such as Tt! Popoat doe not have a great dea of initial 
ability. It is relatiy \ isy to keel over if there is a little more 
‘ . 1 
hit one e { ie] on a tugpoat 
\ | | ] ] eu 1 4 : 
™ lh ERGUS\ I ott the desionel iob, to see that it does 


Lester Rost Yes, sir. Now, let me explain how this 


i ¢ ! th ] 

When » desig take int ‘count, partic larly in the 

is fa tugboat wl ie machinery 1s a large percentage of the 
ve ; velont, we take nto account the lispositions of the varlous 

T lhe nery and « julpment that are off center on the ship. 
Ferauson. It ail p n according to design ? 
} 
Mi ] STER R I BL i ¢ ( plans 
\ 
{ it } N Les, 

Mr. LESTER Ro ENBI 1 Now, where do we vel the weights of this 
quipment’ We get t weights of the equipment that we buy from 
the p! civen to by » vendor who supplies the equipment. 

= l ere SON, } 3S | LO} 


\i LESTER Re ENBLATT. We vel that ht usually off certified 
pla We have found, particularly on this program, that those 


] 17 . 
weights are by and large very unreliable. ° 








I have spe ‘fie ficures to give you if you would like. Now, other 
equipmic ht that goes nto the vessel is purchased by the shipyard to 
meet the specifications and the information shown on the plans that 
we oive them. 

More than one vendor exists for them to go to. One man may buy 
a range that weighs 400 pounds, and another one may buy a range 
that weighs 1,000 pounds, another man may buy a range that weighs 
200 pounds. 

Senator Frercuson. Why do you not specify in your specifications ? 

Mr. Lesrer Rosensiatr. We didn’t make the specifications, 

Senator Frreuson. Well, who made them ? 








NAVY PROCUREMENT OF TUGBOATS 11] 


Mr. Lester Rosensiatr. The Army) and *hilip L. Rhodes sir, we 


aon t s} c1ry the weight on ea h item, so we take an estimate of that 
welgnt 
N hen the vessel is put together, the weights that we use from 
the vendo qarawings are not hecessarily the we ohts of t ie material 
that Gor nto the ship and that was thi { ere The weig 3 ol 
\¢ p C pul to the ship | shipyare » hot ( ly 
ree with the weights that we estimated 
Now, 1 lly law of averagt ll work th the d ne int 
for ¢ 1 1item that heavy on one side, the will be aa tel ieaVy on 
( | SO ¢ I did ot \ rk it { it wav in th Case 
l e] le i ina ot why th part ir boat listed I believe 
degres >» can th heht condition, and 1t Wo ld have listed less 
a loaded condition, incidentally, a id that analvs shows Il am speak- 
ne vane ancien: —that out of 16 items, the welghts on wh 1 were 
ditt 1an given to us by the vendor o ferent than we estimated 


r 
ror a a procured material, 15 ten led to list the vessel to one 
S de. to the ame side, a ee 

Senator Frreuson. These people that sell these articles surely 
know they 20 into shi ips. 

Mr. Lester Rosensiarr. I would say that in the majority of cases 


that statement is not correct. The articles fo into ships only occa- 
sionally People who make engines, generator sets, pumps usually 
make ther m for consum ption in land pl: ints. 

Sen: * Fercuson. Then you mean they tell you how much it will 
cost or how much it will weigh, and they know a” are buying it for 
a ship and it weighs more, why should not they be liable i in damages 


for the v: Shaki changing this listing of this hit 

Mr. Lester Rosensrarr. I think they well might be. 

Mr. Manpe.zt Rosensiarr. But they are not. 

Senator Frrauson. Why not? Here is some thousands of dollars. 

Mr. Lester Rosensiarr. We go to great lengths trying to extract 
from vendors of equipment accurate weights and centers of gravity 
of this equipment, because the center of the weight of the object is 
ef great importance to us, too. 

If-an engine plan shows an engine weighs 40,000 pounds, and the 
center of gravity is on the center line of the engine, we are in a bad 
way if it develops later that the center of gravity is 3 inches off center. 

ee Ferguson. Do you not ask this when you buy? 

Mr. Lester Rosensiatr. We certainly do ask them, and the ‘y show 
it and, because we ask them, they give us a drawing which they call 
a certified drawing which is sup posed to give us the exact weight and 
the exact center, and those drawings are aw: Ly out. 

Senator Frereuson. And then vou don’t hold them for damages ? 

Mr. Lester Rosensuarr. I don’t know how we can. 

Senator Frreuson. Why not? If a man certifies that the center 
of gravity of his machine is a certain place, and he sells it to you to 
put in a ship and it is in another place and it causes you damage, 
why is he not liable? 

Mr. Lester Rosensiatrr. I don’t know. I am not an attorney. 

Senator Fereuson. Well, I happen to be one. 

Mr. ANDELL Rosensuatt. I wish someone would revolutionize the 
indust1 
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Senator Frercuson. You do not have to revolutionize the industry. 
People ought to keep their word or pay damages. 

Senator Smaruers. Would it not help if when the Navy made a 
contract with you people to draw up plans and specifications, that 
they let you draw all the plans and specifications and let you do all the 
job, rather than keep part of it for themselves, presumably as they 
did here. 

Mr. Lesrer Rosenpiarr. I don’t understand your question, 

Senator Smarners. You said a minute ago that when they go out 
to buy a water cooler, you people do not buy that. You do not know 
just how big a water cooler they are going to buy. 

Mr. Lester Rosensiarr. Sir, in some procurements—— 

Senator Smatruers. You are talking about some procurement. Now 
would it not be better, would it not be more economical so far as the 
Navy is concerned, if they let you people to whom they pay $336,000, 
draw these plans, to draw the entire plans so that then we could look 
to one person, one responsible person, and say, “You are it”? 

Mr. Lester Rosensxiarr. It might be. 

Senator Smaruers. So that you could not come up here and say, 
“Wait a minute, that is not the part that we did, somebody else did 
it”? 

Mr. Lester Rosensiarr. It might be, it might be. There are pro- 
grams that have been run this way, and there are programs that are 
run that way, and there are programs that are run with the shipyard, 
I believe, purchasing everything themselves. 

Mr. Frrepianp. Senator, I wonder if I might interject some com- 
ments here. 

First, in connection with the water cooler and similar items that 
were mentioned, they were selected by the Army for a purpose which 
we assumed the Army knew. First of all, there has been talk that 
these vessels are confined to six people. 

Now I imagine a great many of the people who spoke about the uses 
of these vessels might be familiar with operations in local waters by 
commercial tugboat operators. These vessels were intended to be 
used by military personnel at unspecified locations, and while it is 
true that locally they might be 

Senator Smaruers. Are military personnel more thirsty than 
civilians ? 

Mr. Frreptanp. No, sir. The point I am about to make is this: 
These tugs might be used to bring in some vessel at some obscure out- 
of-the-way port where there are no facilities for providing coffee or 
food for the local people. I say this very seriously. That is the in- 
tent as we understood it for a large water cooler. 

Senator Fereuson. You would not make 90 ships all then with the 
same kind of equipment because some day you may use one under 
those circumstances, would you ? ; 

Mr. Friepianp. Well, sir, that was part of the basic design specified 
by the Army for their purposes. 

Senator Fercuson. Iam not criticizing you, but I say you would not 
do it if you were drawing the plans. os 

Mr. Friepitanp. It seemed sensible to us, sir. 

Senator Frereuson. It does? 

Mr. Frrepianp. In view of the circumstances. 
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Mr. Lester Rosensiatr. There seemed to be nothing unusual about 
the vessel to us. Had we come across something that seemed ridicu- 
lous, we would have, of course, reported it to the Navy. 

Mr. Struvts. Do you know where the Olson boat is now 4 

Mr. Lester Rosensuatr. No, I don’t. 

Mr. Sruuts. At Fort Eustis, Va., 1 understand. Also, a Smith boat 
is now in Florida. I assume neither of those places are so out-of-the- 
way that they need all of this stuff about water coolers and coffee. 

Mr. Lester Rosensiatr. That is no indication of where the “y might 
be in case of a war when they would really be used. 

Senator Smaruers. If that were a good theory, then you would 
never build a small airplane, you would never build a smal boat. You 
would put everything you could get on a boat because it might some 
day be used going across the Atlantic, but that is not what it was 
actually designed for. 

Mr. Lester Rosensiatr. The best we can say, sir, in looking over 
the plans, the basic design given to us, and there were plans and 
specifications outlining the job we were to do, we were to detail those 
plans and specifications, there did not seem to be anything unusual. 

Senator Frravson. Why did you not make the first boat here that 
you were designing a prototype ? 

Mr. Lester Rosensiarr. We incidentally didn’t know which would 
be the first boat, siz 

Senator Ferguson. But you finally had a first one. 

Mr. Lesrer Rosensiarr. We finally had a first boat, and didn’t 
know how quickly the others would follow. 

Senator Frrcuson. Why did you not make it a prototype? 

Mr. Lester Roseneiatrr. I would say that we did not have control 
over that. I don’t know how— 

Senator Frrevuson. Did you ever design a tugboat for a private 
concern ¢ 

Mr. Lester Rosensuarr. Yes, sir. 

Senator Ferguson. Did you get the same results as you got here? 

Mr. Lester Rosensiarr. In what way, sir 

Senator Frreuson. Just as we are Liking about, the increase in 
cost, the increase in costs of your bill, increase in cost of construction. 

Mr. Lesrer Rosensiarr. Well, the boats that we designed privately 
were designed under much different circumstances. 

Senator Fereuson. That is just what we want to get at. Why is it 
different when some business firm buys—— 

Mr. Lester Rosensiarr. Let me explain this. The tugboat we 
designed prev iously to this was designed for a firm that operated their 
own boats. They wanted a set of contract plans only. 

There was no idea of buik ling more than one vessel. When those 
contract plans were completed, I do not know what they did with 
the contract plans in that specific case. 

Senator Fereuson. How many firms are there that own tugboats ? 

Mr. Lester Rosenruatrr. Pardon? 

Senator Ferguson. How many firms are there in the United States, 
private firms ? 

Mr. Lesrrer Rosensiarr. I guessa great many. TI hesitate to hazard 
a guess. 

Senator Frracuson. There must be an awful lot of them built: is 
that right? 








“¢ ‘ FeRGUSON. Ne \ only desig one oun of tueboats 4 
\ RosENRI No l 
‘ ERGUSC One tus hefol 
\! ns 1 
L : Rosensiarr. Ma e give \ ey backeround here. 
ate lin 1947 
ler N. U Vite ce erns. how many tugboats have 
( dl? 
\ R Rosen \\ ve prepared preliminary plans, con 
ti and specs on a 77-foot river towboat. 
S r rr x. A tugboat ¢ 
Mr. Lester Roseneiatrr. A 124-foot oceangoing tugboat, a 100-foot 
tucboat, and that is the sum total of the work we did on tugboat 
design in our office since 1947 to inception of these contracts. We 
tl architects, and we do not limit our work to tueboats only. 
Senator Frereuson. Take that 100-foot tug, the last one, that was 
for a private firm ? 
Mr. Lester Rosensiatr. Yes, sir. 
Senator Frereuson. Is that right ? 
Mr. Lester Rosensiatrr. That is correct; yes, sir. 
Senator Frercuson. Now, will you define for us how much was the 


rice increase on that to you and how much the contract was? 

Mr. Lester Rosensiatr. Let me explain what was done on that. 
We did that work for the firm R. W. & R. C. Morrell, naval archi- 
tects, New York. We did most of the work on the contract plans 
of that vessel. I believe that tugboat was designed for the Gyp- 
sum Co. 

Mr. Manvetzi Rosensriatr. That’s right. 

Mr. Lester Roseneiatr. And only contract plans and specifications 
were made. We were paid there on our cost plus a profit. 

Senator Frreuson. What was your profit ? 

Mr. Lesrer Rosensiatrr. Usually on a private job of that size we 
would charge 10 percent on the cost of the work. 

Senator Frret SON. On the cost ? 

Mr. Lesrer Rosenpiarr. Yes, sir. In other words, we did the 
work, figured the cost, and presented a bill for the cost plus about 
10 percent. 

Senator Frreuson. Just another question. We are going to have 
to recess at 5:30. Tell me this: Are you of the opinion that in June 
you could make a proper contract for the erection of a tugboat, in 
June of 1951? 

Mr. Lester Rosensrarr. Yes, sir; from the plans that existed at 
that time. 

Senator Frreuson. From what you had given them already? 

Mr. Lester Rosensuiatr. I would say from—— 

Senator Fereuson. You can take a negotiated bid and rely upon 
that bid? ° 

Mr. Lesrer Rosensuarr. Yes, sir; I think a bid could be taken 
at that time. 

Senator Frrecuson. And reliable? 

Mr. Lester Rosensiatr. Depending upon the reliability of the 
people who made the bid; yes, sir. 
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Senator Frrauson. That is what I am assuming. 

Mr. Lester Rosensuatr. Yes; that’s right. 

senator hry RGUSON,. The person that is going to make the bid? 

Mr. Lesrer Rosensuatr. That’s right. 

Senator Frrauson. And then those p 
time to make a bid and rely upon the bid ¢ 

Mr. Lester Rosensiatr. They were suflicient at that time for a 
competent yard to make an estimate and bid on the job, and when 
you say “those plans,’ I would like to point out that what you are 
really reterring to are the contract plans and spec fications, because 


lans were sufficient at that 


by June we had only had 2, 3, or 4 weeks to work, by June of 1951 we 
had only h id i ae or t weeks to work, a d therefore we had tum ed 
out ] ractically nothing, 

Senator Frerauson. All right, now, how could a man then give a 
bid on nothing? 

Mr. Lester Rosenpiatrr. We had turned out nothing, but the con- 
tract plans and specifications existed. 

Senator Frrauson. Oh, somebody else had drawn those? 

Mr. Lester Rosensiatr. Yes, sir; Philip L. Rhodes, of New York, 
made these contract plans and specifications. 

Senator Frreuson. How much did he get for drawing it? 

Mr. Lester Rosenexuatt. I do not know, sir. 

Senator Frrcuson. Will the Navy find that out or the Army? Let 
us see What these plans actually cost to build one of these ships or build 
these ships.® This is the one 

Mr. Lester Rosensiatr. Mr. Jakobson built the boat that Rhodes 
designed for the Army 

Senator Ferauson. Then we have this. What is the difference be- 
tween $376,087.42 and $285,941.88% $91,000% 

Mr. Lester Rosensiatrr. I am not sure that would be the design 
cost of the vessel at all. I think there is an inference being drawn 
that may be incorrectly drawn. 

Senator Frrevuson. The Navy ean probably fioure that one out. 
It seems now that the plans, the rou ficient plans to cive 
a bid on and specifications were in existence before you came into 





oh plans, suf 
the pict ure. 

Mr. Lester Rosensiatr. Yes, sir, that’s right. 

Senator Frreuson. And that is an extra cost now we have to add 
to the three hundred and some thousand dollars ? 

Mr. Lester Rosensiatrr. That cost was borne by the Army for the 
preparation of contract plans and specs which were required for us 
to start out where we did, that’s right; that’s right, sir. 

Senator Frreuson. So they have to go into the cost of these tug- 
boats? 

Mr. Lester Rosensiarr. Yes, sir. 

Mr. Manpett Rosensiarr. May I interject, sir, you have got to 
realize that the so-called contract plans, rather meager in number, 
say 19, can only be followed by an exceptionally skilled builder, and 
you can’t let out such plans to the average builder who has to build 
up his personnel, and all that, and expect him to finish a boat. You 
have got to detail lots of those to others. 

7,720 


® Excerpt from testimony of Colonel Glore, p. 206: “The 65-foot prototype costs $ 
for engineering (plans).” 
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Senator Frerauson. How can they get an unskilled man to give 
youa bid on it? Are you not t: aking the chance you may wreck him? 
You ask a man to come in and give you a bid, and you say that an 
unskilled man cannot build, according to them. How can he bid 
on them ? 

Mr. Manpert Rosensiarr. An unskilled man can’t build with the 
best plans. 

Senator Frereuson. Then what we have got to assume is that the 
Navy had investigated and was—— 

Mr. Manvetzt Rosensiarr. They did the best they could, that’s 
right. They took the men they thought most qualified. 

Senator Frrevson. You mean to say there were no tugboat builders 
in the United States except thes » pe ople that got these contracts ? 

Mr. Youna. They were the che: omnes 

Mr. Manpett. Rosensiarr. They were the cheapest, and besides, 
there weren’t very many because all the others have starved to death. 

Senator Frreuson. You are the designer. Were there others, and 
how many were there ? 

Mr. Manpett Rosensiarr. Those that didn’t go bankrupt, they are 
dead, ] ouess. 

Mr. Lesrer Rosensiarr. We are actually not in a position to know 
how many shipbuilders were seeking work at that time, nor we—— 

Senator Smaruers. Right on that point, let me say this. The in- 
ference Mr. Rosenblatt is making is that maybe these people didn’t 
know how to build tugboats very well. They have testified, and the 
evidence seems to be, that their job was made infinitely more difficult 
by these many, many change orders. 

I look here on this summary of plan which I think is your plan 
analysis, at the number of changes. The number of plans for the 
first flight were 83, and then you had 480 revisions. 

Mr. Lester Rosensxatr. Yes, sir, that is correct. 


Plan analysis of 65-foot steel harbor tug—-Revision reasons 


[Submitted by Lester Rosenblatt, M. Rosenblatt & Son, New York, N. Y.] 


Number of revisions 











Description of items a 
Ist flight 2d flight 
1. Routine neluding original issue idition of agency approval 
vdditi of veeest ED man ibers, retracing of plan, et ‘ 282 217 
2. To meet Ss st Guard requirements 48 49 
3. To meet ieais wn \ Bureau of Sh pping requirements 4 8 4 
4. To meet I S. Public Health Service requir ment 10 s 
5. To pre le further information ind de re ted by the Navy 6S 75 
a vide further inform tion d det ils requested by a shipvard 41 a6 
he le further inforr ition nd details originated by the desig 
and ine ludi ing development 208 195 
ee r ie further information and details requested by atrial board 28 ua 
9. 7 rrect errors and eliminate interferences ‘l if 
10. To suit vendor’s data 19 16 
ll. To ie further information and details requested by the Army 9 9 


Senator Smatruers. I gather that if you take out footlockers and 
change footlockers and change pipes and things like that, that even a 
competent builder would eventually go broke under a process of that 
kind, would he not ? 

Mr. Lesrer Rosensxarr. Sir, I would like to point out, and here I 
am speaking of things that are not in the province of our office, I only 
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speak from reference to things I have heard, I believe when a change is 
made—and incidentally, a revision here does not necessarily mean a 
change on a ship—when a change is made, I understand the shipyards 
have a means of obtaining extra compensation from the Navy. 

Senator Smaruers. Well, a revision ordinarily means, does it not, a 
change in some 

Mr. Lester Rosensiatr. Not all the time, sir. 

Senator SmatHers. Ordinarily does it not mean that ? 

Mr. Lesrer Rosensiarr. No, sir, not ordinarily. Here is the plan. 
I will pick one out just at random. Here is the revision column, re- 
vision A, B, C, D, E, F, G, and H. Now these revisions include many 
things, and I believe you have this sheet called Plan Analysis. (See 
p- 116.) 

Senator Smatuers. Right. 

Mr. Lester Rosensiatrr. I would like to go from revisions to what 
we call] items. 

Senator Frrevson. Do you want to do that tonight or tomorrow 
morning? He is going to come back. It is 5:30 and we have got a 
quorum call. We will meet tomorrow morning at 10 o’clock in this 
room. . 

(Whereupon, an adjournment was taken at 5:30 p. m., to meet to- 
morrow, Thursday, May 20, 1954, at 10 a. m.) 
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THURSDAY, MAY 20, 1954 


SUBCOMMITTEE ON Minirary PRrocUREMENT 
OF THE SELECT COMMITTEE ON SMALL Bustness, 
Washington, De: ey 

The subcommittee met, pursuant to adjournment, at 10:15 a. m., 
in room F-39, United States Capitol, Washington, D. C., Senator 
Homer Ferguson presiding. 

Present: Senators Ferguson, Hendrickson, Gillette, Smathers and 
Hunt. 

Also present: Walter B. Stults, staff director; Robert A. Forsythe, 
chief counsel; William D. Amis, professional staff member of the 
committee; Franklin Woodruff, professional staff member; and Joe 
Skubitz, administrative assistant to Senator Andrew F. Schoeppel. 

Senator Ferguson. The committee is in order. 

You may proceed with your statement. 


TESTIMONY OF LESTER ROSENBLATT,! MANDELL ROSENBLATT, 
WILLIAM YOUNG, AND NATHAN FRIEDLAND, OF THE FIRM OF 
M. ROSENBLATT & SON—Resumed 


Mr. Lester Rosensiarr. I will proceed to read excerpts from the 
letter of March 30. 

Senator Frrcuson. Yes. 

Mr. Lesrer Rosensiatr. May I request the Chair’s indulgence? 
I think we might cover more ground in a logical pattern if I were 
permitted to complete it. It will not take but 10, 12 or 15 minutes. 

Senator Frreuson. All right. Go ahead. 

Mr. Lester Rosenpuatr (reading) : 

Plan delays referred to above were caused by a number of reasons, many 


of these interacting. As we explained in reply to your questions 
. , gs ‘ 
Mr. Woodruff’s, that is— 


there were delays in receipt of information from vendors of mechanical equip 
ment “Delay” resulted because of the time required to make studies of rv 
arrangements required to accommodate in the 65-foot tugs the lowest priced 
suitable main engine and for the Bureau of Ships to make further study and 
arrive at a decision Unavoidable delay was caused by the necessity for ol 
taining plan approvals from the Navy, Coast Guard, American Bureau of 
Shipping and United States Public Health Service. In addition to the time 
required for each approval, one of these agencies would occasionally reject a 
detail approved by another, thus necessitating an entire round of conferences, 


revisions, et cetera. 


1 Subsequent to the hearings the committee received a letter from Lester Rosenblatt dated 
July 12, 1954, supplementing some of his previous testimony. Letter appears as appendix 
20, p. 276. 


1@ Full text of letter appears on p. 91. 
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Senator Frrcuson. Were you in those conferences ¢ 
Mr. Lesrer Rosenpiarr. On occasion, yes; generally, yes; I would 
say so. (Continuing:) 


The fact that this was a composite Army-Navy program, concerning which 


there was little or no previous experience, resulted in some confusion and 
delay Che necessity of determining the extent to which commercial standards, 
ither than ilitary standards, applied, was another time-consuming factor. 
nally ertain difficulty was experienced in obtaining qualified naval archi- 
rine engineers, and marine draftsmen. This company was relatively 

» in having in its employ at the start of these tugboat programs a good 

leus of about 16 men who were then working on several varied design projects 

or private and Government sources The years 1947 through 1950 saw very 
e activity in marine design or construction in this country and most of the 


é trained during and prior to World War II had left the field before the Ko- 
in conflagration caused a resurgence to shipbuilding and ship design in this 


try 
It should be noted that the scope and extent of the plans were established 
ery early in the program and all the shipbuilders received at least preliminary 
plans and plan lists very early their building schedules. No general criticism 
of the plans were received by the office until fairly recently. This criticism 
seemed to coincide with reports of financial difliculties being experienced by the 
ipbuilders making the complaints. 


The plans prepared by our office for the tugboat programs are, at very least, 
asonably complete, detailed, and accurate. Like all other sets of plans, they 
ire not perfect, but it should be remembered that all these plans were examined, 
nd approved by the supervisor of shipbuilding, United States Navy, New York, 
and in most instances were examined and approved by the United States Coast 
guard, the American Bureau of Shipping, and the United States Public Health 
Service. We believe that claims of plan inadequacies stem primarily from the 
forementioned financial difficulties and the fact that the contractual relation- 
ship between the Government, the shipbuilders and the design agent gave rise 
to a situation where complaints about certain Government-furnished material, 
namely, plans, could prove lucrative, or at least helpful financially, to the 


racts could, without any great difficulty, be written which would provide 
Government to supply shipbuilders with normal, not perfect, working 
plans and would place the primary responsibility for building a ship on the 


hipbuilder, where it does belong. 





Senator Ferguson. Where do you think it was in the case before us ? 

Mr. Lesrer Rosensiarr. In the case at hand. 

Senator Frereuson. Yes. 

Mr. Lester Rosensuiarr. I think it was in this case, and in all other 
cases, in the hands of the shipbuilder, or should have been. 

Senator Fercuson. Do you think it was, in this case ? 

Mr. Frreptanp. By implication. 

Mr. Lester Rosensiarr By implication, I think it was. I think 
in fact some of the shipbuilders do not seem to realize the degree to 
which they should have accepted that responsibility. 

My next sentence, by the way, in this letter, paraphrases to a degree 
the statement made by Admiral McKee, who was supervisor of ship- 
building in New York. I would like to read it. 

Senator Frreuson. All right. 

Mr. Lesrer Rosensiarr (reading) : 

As any person with a shipbuilding background knows, this responsibility always 
includes the application of some engineering and shipbuilding know-how, as 
well as other skills to the problem of constructing vessels. 

There were several occasions when some of the shipyards requested addi- 
tional details on plans, correction of errors and clarification, et cetera. Until 
a design “freeze” was established in July 1953, the plan changes indicated above 
were made as requested by the shipyards. In at least one instance, however, 
we were requested by a shipbuilder not to provide certain details. 
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Senator Ferguson. What was the reason of that? 

Mr. Lester Rosensiatr. In that specific case, the shipbuilder had 
already completed the particular portion of the work, and he said, 
“Don’t make a plan for that. We know it. We have done it and 
don’t want to have anything different shown.” 

Mr. Youne. There is another reason, too. The shipbuilder was 
afraid that we would design something more expensive than what 
they could originate. That was one particular case. I handled that 
myself. 

‘Senator Fercuson. Now, that brings me back to that other question. 
How could a man give a bid on the building of a ship with only skeleton 
plans, a negotiated bid? How could he possibly do it? 

Mr. Youna. He has to use his imagination. 


Mr. Lester Rosensiarr. Yes, sir. That is the normal procedure. 

Senator Frrcuson. But sometimes his imagination was not as costly 
as your imagination. That is what he was afraid of. 

Mr. Youne. That method is practically universal. A shipyard 
usually does not get complete plans when they prepare their bid. 


Senator Fercuson. Then how can a man give a firm bid on it ? 

Mr. Youna. He has got to know about what the ship will consist of. 
That is all. 

Mr. Lester Rosensiatr. Instead of the word “imagination” I would 
say that “estimating skill” would be better. 

Mr. Forsyruz. What was the company that did not want more 
specific plans and details?) Which was that company ? 

Mr. Lesrer Rosensiarr. This happened to be a 100-foot tug. It 
happened to be Avondale Marine Works. 

Mr. Forsyrur. Avondale Marine Works. 

Senator Giutterrr. How is anybody going to reduce imagination 
to dollars and cents in making a bid?) How can you put a dollar value 
on guesswork ¢ 

Mr. Youna. That is what estimating is. 

Mr. Lesrer Rosensiarr. Almost any contract of any type, 1 would 
think, whether shipbuilding or not, includes placing a dollar value 
on your guess or estimate or “guestimate” of what the final job will 
consist of. 

Senator Gitterre. Now, I do not know anything about shipbuild- 
ing. But I know a little bit about house construction. Is not the 
bid based on what the material is going to cost, how much material is 
going to be needed, and how much labor will be needed ? 

Mr. Lester Rosensuarr. Yes. 

Senator Gitterre. The question of time, and the question of funds ? 

Mr. Lester Rosenpiatr. Yes, sir. 

Senator Gitterre. Financing? 

Mr. Lesrer Rosensiatr. Yes, sir. And a good estimator can make 
an estimate based on very preliminary information. 

Senator Frerauson. But now, wait. A room in a house—— 

Mr. Lester Rosensuatr. Yes, sir. 

Senator Frreuson (continuing). Can cost anywhere in thousands 
of dollars. You may want it with walnut. You may want it with some 
other material. You may want a marble floor in it. 

Mr. Lester Rosensiatr. Yes, sir. But if I turn to a housebuilder 
and say, “I am interested in a modest six-room house. Could you 
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n estimate of what it would cost?” I think you could get 
ughe timate on just that question. 
ator Frreuson. All right. And then you go out and get an 
architect to draw what his imagination says is such a house, and 1 
may cost three times as much. 

Mr. Frieptanp. Senator, a ship is an infinitely more complex struc- 
ture than a house. 

Senator Frreuson. That is right. That is why I think it would 
be worse. 

Mr. Frrepianp. And it is customary procedure, and has been in the 
marine industry—I can’t speak of the building industry—but in the 
marine industry it is customary practice for the architect, the naval 
architect, to prepare a set of bidding plans which are necessarily 
somewhat skeletonized. These bidding plans are sent to the ship- 
vards for the purpose of establishing th eir bid, and from time imme- 
morial it has been the procedure on which shipyards prepared their 
bids. 

Senator Frreuson. Now, I can see how you can do a cost plus job 
on that method. 

Mr. Frrepianp. All the shipyards in this country have as part t of 
their technical staff « competent e stimators, whose sole function it is to 
interpret plans of t his type in de termining prices on those bas ses, 

Senator Fercuson. All right. Now, just look at your plans. Your 

o sve them a skeleton. They go ahead and do it, and they find 

degrees. You have assigned a reason for that. Then it 

: aioe to correct that list. Now, how can a man give a bid of 
$100,000 and some ? 

Mr. Frreptanp. If the builder was compensated 

Mr. Lesrer Rosensiarr. Senator, I think there is provision for him 
in the contract to be compensated. But I would like to say this about 
the way shipyards estimate on relatively sketchy material. I would 
like to say this. "ou see . 

Ser ator FERGUSON. I would like to know is why they have 

Lid these fees. 

Mr. Lesrer Rosensi 

Senator FERGUSON. has cos 330.( and $140,000, or almost a 
half ] illion dollars for engineering desion, oO! architec tural desion, 
in this ease, and then you are talking about how meager the informa- 
tion Is. 
l the information 

We } id not done 
ated 
r your plat 

ontinue. ‘These points 


on comebody else’s. 


to know something else 
vou want or us. 
nBLATr. I would hi! answer all of your ques 


Senator Frerevson. Then answer that. How is a man going to give 


i bid? 
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Mr. Lesrer Rosensuatr. He gives a bid on the basis of the informa- 
tion he had available at that time, which consisted of the 19 contract 
plans prepared by another firm, and the specifications. 

Now, if it seems to you that it is difficult for him to give a fixed- 
price bid there, I can only agree. It is conventional in the shipbuild- 
ing business in this country that that be done in many cases. It does 
seem difficult. I firmly believe that it is difficult. Many skilled esti- 
mators are pretty good at it. Many shipyards have gone bankrupt 
from time to time on Government and private programs. It is a 
difficult thing to do. It is a dangerous thing to do, and since it is 
very difficult, if there exists doubt as to whether it is a reasonable thing 
to do, I think such doubt is well founded. 

Senator Fercuson. But I cannot understand the Navy, why, when 
they had these plans drawn up they were building a pilot model; they 
would go and get a bid on those plans as related to the pilot model, 
then disband the whole idea, place a new architectural firm in charge 
of it to draw, in effect, new plans and new specifications. Isn't that 
what happened ¢ 

Mr. Lester Rosensiatr. No, sir, it is not exactly what happened. 

Senator Fereuson. Well, now, what did happen? 

Mr. Lester Rosensiarr. I think I am coming right to that in the 
letter, the next step. 

Senator Frrevuson. All right. 

Mr. Lester Rosensuatr (reading) : 


Basie design of both vessels was by Philip L. Rhodes, naval architect, who 
supplied the plans to the Army. These were used as contract and bidding plans 
and were turned over to this office for use in preparing working drawings. Be- 
cause of the considerable difference between the machinery and mechanical 
equipment indicated on the contract plans and the machinery and mechanical 
equipment finally selected on a strictly competitive basis, there were major 
plan changes in engine room and piping layouts. No substantial changes were 
required in the hull. However, a very considerable number of hull plans, ad- 
ditional to the contract plans, had to be prepared. 

After the construction programs began, normal request for information and 
clarification began arriving from the yards. Plan revisions were made as neces- 
sary. A large number of changes resulted from the trial trips of the first 
vessels. The trial conferences, attended by representatives of the Army, in- 
terested naval activities, the design agent, the Coast Guard, and the American 
Sureau of Shipping, resulted in numerous requests for revisions. These were 
reviewed by the Bureau of Ships, and where indicated, instructions were issued 
to our office to make plan changes. Further, as soon as the drafting load in our 
office diminished, a systematic revision of each plan was made to correct any 
previously undiscovered errors or to supply any necessary additional details. 
It is understood that the Bureau of Ships issued change orders to the ship- 
yards to cover the cost of all additional work required by the yards. 


I would like to inject here that we wish to emphasize that we re- 
ceived no additional profit for this program of plan improvement 
carried on when we had a change to make in it. 


Many changes resulted from an early amendment to the specifications— 
of the first group of vessels— 
requiring that United States Coast Guard and American Bureau of Shipping 


certificates be furnished. It is understood that first-flight builders received 
change orders— 


that is, on their contracts— 


covering this. Second-flight specifications contained these requirements origin- 
ally, but this office is not aware of whether or not this was the case with the 
48107—54——-9 








124 NAVY PROCUREMENT OF TUGBOATS 


specifications on which the shipyards bid. This office did receive change orders 
on its first-flight contracts for additional work required to obtain these cer- 
tificates— 

from the American Bureau of Shipping and the Coast Guard. 

Mr. Sruyts. May I ask one question, Mr. Chairman? 

Senator Frerauson. Yes. 

Mr. Struits. Two pages earlier, Mr. Rosenblatt, you said: 

We believe that claims of plan inadequacies stem primarily from the afore- 
mentioned financial difficulties of the shipbuilders. 

You state there, or infer there, that it was only when the shipyards 
were going broke, or almost broke, that they got in touch wit. th you; 
you never heard of any complaints before. 

Two pages later you say: 

The Bureau of Ships established a design “freeze” because of all the com- 
plaints it had gotten from the shipyard. 

Are these two statements at all in conflict? 

Mr. Lesrer Rosensxarr. I don’t believe so. 

Mr. Srutrs. Did they complain before they went broke, or did they 
not ¢ 

Mr. Lester Rosensxarr. I would say that any complaints before 
the yards realized they were in financial trouble were very few. 

Senator Fercuson. What put them in financial trouble? 

Mr. Lester Rosensiatr. We now come to the conclusion of my let- 
ter. I think they were put into financial trouble by the acceptance 
of construction projects at too low a figure. It may sound facetious, 
but I think that is the basis of the present trouble. That is my 
opinion. 

Senator Fercuson. Are you sure it was not improving or increas- 
ing the plans and specifications? 

‘Mr. Lester Rosenstarr. I think primarily it was too low a figure. 
I think the number of planning changes due to the various reasons 
that we have touched upon certainly ‘confounded their problem. I 
think the contracts were placed at a low figure. 

Senator Grtterre. Mr. Chairman, may I ask a couple of questions? 

Senator Frercuson. Yes. 

Senator Guterre. That brings to my mind a very serious question 
in relation to these yards, these men that were bidding. You say er 
bid on just a tentative set of plans that would probably not be the set 
of plans that they would have to work on. They bid on that; it is 
just for the purpose of bidding. 

Mr. Lester Rosensxiatt. Yes, sir; and then for the purpose of de- 
fining to us, who made the detailed plans—defining to us the vessels, 
which they did. They were sufficient to do that well. 

Senator Gmerre. You mean on the specifications that you fur- 
nished for the purpose of bidding ? 

Mr. Lester Rosensiatr. Yes. We worked from the same plans to 
develop the details on. 

Senator Gitterre. But I will agree that you say that is policy; that 
is general policy, following this system in the shipbuilding game. 
But what protection has a bidder got when you just say, “Here is a 
set of plans on which you can base your bid, but we can change it by 
a change order or a plan revision at any time we see fit?” 
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Now, what protection does he have? How can he protect himself? 
Is there any point in the contract, any place in the contract, at which 
he can be protected ? 

Mr. Lester Rosensiatr. Well, sir, I don’t know the contents of the 
shipbuilders’ contracts, but I imagine that there is, or at least should 
be, provision for protec tion of the shipbuilder in an event such as this. 

Tf we c hange the structure or machinery in the ship materially from 
the basic plans that he bid upon, then Ibelieve his construction con- 
tracts allow him to make claim to a change order. 

Senator Gitterre. Allow him to make claim ? 

Mr. Lester Rosensxiatr. Yes, sir. 

Senator Gitterre. But what protection does he have if his claim is 
not allowed ? 

Mr. Lester Rosensiarr. I don’t think I am competent to answer 
that question. I think the contract probably—and I am speaking of 
# contract that I have never seen, between the shipbuilder and the 
Navy—the contract, I would guess, probably gives him that degree 
of protection, and what happens if he cannot get protection from that, 
[I cannot say. 

Senator GitLetre. When you speak of financial difficulties, I do not 
know how in Heaven’s name a man can avoid financial difficulties if 
he has no idea of what he is going to have to construct, how many 
hours of labor he has to put in, what material he has to buy. 

Mr. Lester Rosensiart. Sir, it is a difficult problem for every bid- 
der. It is difficult to bid on design work, and certainly very difficult 
to bid on ship construction work. It certainly is a difficult problem. 
But it is a fact that a set of basic plans, contract plans and specifica- 
tions, do define the vessel generally, and that is what ‘shipbuild 
ally estimate on. 

Senator GitLeTTe. You mean he says it is so long and so wide, or 
the beam is so much ? 

Mr. Lester Rosensiatr. No. It was not that. There were ap- 
proximately 19 plans. And I might say that this procedure of bid- 
ding on contract plans and specifications is the usual thing, not only 
in Navy practice, but in commercial practice. 

Senator Gitterre. I am not objecting to that. I have no way of 
knowing. That is probably true. But what I am considering is the 
poor devil that comes in and when such a contract is let, what sort 
of protection he has from capricious action in change. 

Mr. Lester Rosensuiarr. I would say that if for capricious or other 
reasons there are major changes in the vessel, I would suppose that the 
contracts the builder has with the procuring activity—at least, if I 
were the shipyard I would be looking for it—would contain some 
measure of protection. 

Senator Gitterre. You go into the Court of Claims. 

That is all, Mr. Chairman. 

Mr. Lester Rosensiatt. In other words, I know that I would 
design 

Senator Frreuson. In other words, what you are really contracting 
for is a lawsuit, to build a ship and have a lawsuit ? 

Mr. Lester Rosensiatr. I don’t think so. For instance, I can speak 
of our design contracts. If we accept a design contract for prepara- 
tion of plans of a 100-foot vessel and a year after those plans are 
started a decision is made that they would like to have a vessel of a 


ers usu- 
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different type, 110 feet long, that would call for a change order, and 
I daresay we would claim and probably would be reimbursed for all 
the work we had done on the 100-foot vessel. 

Senator Frreuson. But is it not true that you did not get this freeze 
on this plan and specification until July 1953 ? 

Mr. Lester Rosensiarr. July 1, 1953. 

Senator Fercuson. And the ships were to be delivered in 1952? 

Mr. Lesrer Rosensiatr. Yes, sir. 

Senator Frreuson. Now, can a man go broke if he agrees to build 
i thing in a certain length of time, we w ill s ay 6 months, “and his over- 
head calls for that. and then vou cannot get 5 agencies to agree ? 

Mr. Lester Rosensiatrr. Yes, a man could. But he does not neces- 
sarily have to, for this reason—— 

Senator Fercuson. What caused this great delay by all these build- 
ers, not one, but all? 

Mr. Lester Rosensxiatr. I think there you must ask the shipyards. 
I don’t know exactly what, because we know of 1 shipyard in the 100- 
tug program that, despite the same difficulties that we and the ship- 
builders and the Navy experienced with the program—1 shipbuilder 
in contrast to the others in this program that have not yet finished, 
turned out all of his vessels, I think 29 of them, and I think he com- 
plete «1 his contract a few months late. 

nator Frerevson. Did he make money on it ? 

Mr. I Lester Rosensiarr. I do not know exactly, but I believe that 
he did. Ihave heard rumor to the effect that he did. 

Senator Frreuson. If he got them out on time, he must have gotten 
them out before these changes. 

Mr. Lester Rosensiatr. He did. 

Senator Fercuson. Maybe that is what accounted for it. 

Mr. Lester Rosensiarr. No, sir; the changes which were required, 
not by us—these changes that we made, they were not our changes— 
they were required by various agencies- 

Senator Fercuson. No. I mean the changes by the Navy. 

Mr. Lester Rosenpiatt. Yes, sir. 

I believe the committee knows that they are the 100-foot tugs that 
we are speaking of. 

This shipbuilder worked from the Navy’s plans, and he worked 
quickly. He worked from, say, revision C of a plan. Revision D 
came in. 

Senator Frereuvson. If he beat the Navy on the next plan, he could 
make money. 

Mr. Lester Rosensiarr. Here is what happened. He will install 
comething according to revision C. Revision D came in with a 
change. He got his local inspector—I presume, now—I am presum- 
ing what happened in this shipvard—he said, “Look, we already have 
installed this change on revision D.” A decision was made by the 
local inspector, “Leave it the way it was.” TI believe they had the 
authority to do that. And this shipyard did finish all of its 29 ships 
and delivered them in good order, and they are finished. I think they 
have forgotten about the program long ago. 

Mr. Frrepianp. Senator, I think it should be made clear that the 
major number of changes on the 100-foot program had been made 
before this builder delivered his last vessel. It may sound impressive 
to talk about a huge number of changes, but a great many of these 
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are minor, which come out only when you “try out the house,” so to 
speak, ; 

Mr. Lester Rosensiatr. You move the sink. Your wife doesn't 
like the cabinets. 

Mr. Sruurs. I may say there, I think that is probably something 
the committee will wish to ask the Navy inspectors, since very obvi- 
ously the Navy inspector operating out of Jacksonville did not allow 
Mr. Olson to leave a storage shelf in place—a minor matter, it would 
seem to me—whereas Avondale, whom I suppose you are referring to 
on this, on the 100-foot contract, would say, ‘Look, we have”—I won’t 
say a sink—“we have a major component in under revision C, and now 
comes D. Weare not going to change it.” And apparently the Navy 
took it in that case. 

Mr. Lester Rosensiatr. They made a sensible decision. I don’t 
think it was a matter of one giving the other an order. What do we 
do? Is this important? Are you finished with it? Will it cost 
money? Isit worth it? Do we do it or not? 

May I continue? 

Senator Frercuson. Wouldn’t we say that a tug should be built for 
utility purposes and not beauty? 

Mr. Lester Rosensuarr. Certain]; not for beauty; yes, sir, that 
is right. 

Senator Frereuson. So if the C program had utility in it, and if it 
did not have utility in it, why was it made, and therefore, why would 
you draw up a D after you had given out C? 

Mr. Lester Rosensiatrr. These revisions were not in order to get 
beauty into it. Do not assume that one revision stressed utility and 
the next stressed beauty. All of these changes were required, I be- 
lieve wisely required, by the various agencies. 

Senator Frravson. Why would you rhave a C program, as you call 
it, and have that approved — 

Mr. Lester Rosensiatrr. A C revision ; yes, sir. 

Senator Frerauson. Yes, a C revision. ‘all the agencies and then 
some agency would change its mind and you caus get a D revision? 

Mr. Frrepianp. I will give an example. 

Mr. Lester Rosenreiatr. Mr. Friedland will give an example, but 
I would like to point out that the design of a ship is a matter of devel- 
opment. One cannot make one plan, finish it perfectly, and then 
go to the next plan and finish it completely. 

Senator Ferevson. Even on a tugboat ? 

Mr. Lester Rosensiatrr. Even on a tugboat; yes, sir. 

Even though a tugboat is a much smaller vessel than an aircraft 
carrier, in area, the details of the piping and such things can be just 
as complicated on a little, standard-type tugboat. 

Mr. Frrepianp. As an illustration, we submitted a certain selected 
list of plans to the New York office of the Coast Guard, who are 
authorized, I believe, to examine those plans involving work under 
the cognizance of the Coast Guard. They would approve a certain 
detail, and the plan would then go out to the shipyards. However, 
the Coast Guard inspector at the shipyard is given full authority to 
reject or accept that specific item, and he would say he has to sign 
his name to this specific thing, and he won’t buy it. And that happens 
in 
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Senator Frerevson. Then how can you get a firm bid, if you give 
the power in an inspector to not accept an article and compel the 
man to do it over—how could you get a firm bid on that kind of 
article? 

Mr. Lester Rosensuiatr. It is difficult, sir, and yet it is done fre- 
quently. I don’t deny that it is dangerous for the builder. I don’t 
deny it. 

Mr. Frrepianp. I think it should be noted that, as I understand 
it, one of the elements in the general specifications for building United 
States naval vessels—and I certainly don’t presume to speak for the 
Navy—there is a statement in the specifications that the shipbuilder 
shall have the responsibility for turning out an acceptable vessel 
regardless of any errors or omissions in the plans, and again that 
is not only the Navy. Very many private shipbuilding contracts I 
have seen do have such a statement, and the conservative shipbuilder 
will make some allowance for that fact in his bid. It certainly is a 
very tricky, risky business, and we wish somebody would have an 
answer to it, but certainly there does not seem to be one on the 
horizon. 

Senator Frrevson. Then in all the years of building tugboats they 
have not arrived at the present time at a design ? 

Mr. Lester Roseneiatr. Yes, sir; that is correct. They have not 
yet arrived at a standardized design, and I don’t think they ever 
will. 

May I continue? 

Senator Feravson. Go ahead. 

Mr. Lester RosEnsiattr (reading) : 

The Bureau of Ships has permitted some relaxation of the “freeze” to permit 
correction of some errors and to incorporate changes requested by the Coast 
Guard and American Bureau of Shipping or by the Army. We understand that, 
where appropriate, the Bureau has issued change orders to the shipbuilders to 
pay for these changes. At the present time, a number of plan changes are 
still in progress. These have resulted mainly from Coast Guard requirements 
and specific Army requests. 

Mr. Woodruff raised the question as to why the minimum speed of the 65-foot 
tugs is 6 knots. High minimum speed is inherent in a geared diesel drive and 
is one of the reasons why so many operators use diesel electric drive. The sim- 
plicity of the geared diesel drive was probably an important factor in its selec- 
tion by the Army. Torsional vibration calculations revealed a critical vibra- 
tion in the minimum speed range. At the time the calculations were made, it was 
decided that no particular harm would result from simply avoiding this speed 
range. No requirement of a minimum operating speed was included in the 
specifications for the vessels. Trials substantiated the results of the calcula- 
tions, but it was decided subsequent to the trials that the 6 knot minimum speed 
was undesirable. In order to reduce the minimum speed at which the boat can 
be operated the Bureau of Ships— 


we understand— 


is now conducting an experiment on one vessel using a bronze shaft in lieu of the 
steel shaft. As part of this experiment, the propeller pitch is heing reduced 
slightly 

Mr. Woodruff also raised the question as to why the Atlas engine was selected 
for the 65-foot tug in place of the General Motors engine indicated on the con- 
tract plans. When, as procurement agent, we received quotations for main 
engines for the 65-foot tug, the Atlas engine was priced approximately $15,000 
less per unit that its closest competitor, the General Motors engine. The Atlas 
engine was considerably larger in overall size than the General Motors engine, 
and the Bureau requested that this office make a study to determine whether 
the Atlas engine could be fitted into the ship— 
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because of this larger size, creating a space problem. 

After it was found possible to do this, and after further investigations of 
both engines, the decision was made to use the Atlas engine. 

Senator Gitterre. Mr. Chairman, may I interrupt ? 

Senator Frrauson. Yes. 

Senator Gitterre. I, unfortunately, was not here yesterday. But 
I understood that you and the other gentlemen are representing a com 
pany that prepared the designs. You were hired to prepare the 
designs. 

Mr. Lesrer Rosensiarr. Yes, sir, we prepared the working plans, 
and we also acted as the procurement agent for the major items of 
machinery in the ship, including the main engine. 

Senator Gitterre. That is what I want. In addition to being the 
main designers, you were procurement agents / 

Mr. Lester Rosensiarr. Yes, sir, not everything aboard the ship, 
but certain major pieces of machinery. 

Senator GiuLerre. For the Navy? Does the Navy pay you a com 
mission or a salary as a procurement agent ? 

Mr. Lester Rosensiarr. The Navy reimbursed us on behalf of the 
shipyards. 

Senator Gruterre. Do you draw a stipend from the people—— 

Mr. Lester Rosensiatr. From the Navy. 

Senator GitLerre (continuing). From the people from whom the 
material is bought ? 

Mr. Lesrer Rosensiarr. No, sir. 

Senator Gutetre. You do not act as agent for them ? 

Mr. Lester Rosensiarr. No, sir. 

Senator Gitterre. You are acting as agent for the Navy? 

Mr. Lesrer Rosensiarr. As agent for the shipyard, and being reim- 
bursed by the Navy. 

Senator Gruterre. Purchasing agent? 

Mr. Lester Rosensiarr. Yes, sir. 

Senator Gutterre. Is it on commission or is it on salary ? 

Mr. Lester Rosensiarr. Our reimbursement basis is on exactly 
the same basis as our design basis. 

Senator Frerauson. They get 7 percent over their costs. 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Frercuson. By the way, your salaries are all included in the 
cost ? 

Mr. Lester Rospnsiatr. Yes, sir; the salaries of all our people, 
both the partners of the firm and employees, are included in the cost. 

Senator Ferauson. Yes. That is part of the costs? 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Frerauson. Now, is there any limit on the salaries? 

Mr. Lester Rosensiatrr. Yes, sir. The Navy cost-inspection serv- 
ice fixed it. 

Senator Frreuson. Go ahead. 

Mr. Lester Rosensuiatr (reading) : 


Two months were required for these studies and the decision 
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and I believe this figure is slightly erroneous—I think it might be 214 

or 3 months—reflection after writing the letter brings that to light. 
Two months 

or a little more— 


were required for these studies— 


as to whether the Atlas engine would fit in and we could use it or the 
General Motors 


and the decision. Complete redesign of the engineroom was required after the 
engine was selected, but a saving of $1,500,000 was effected in the cost of the 
main engines. 

Senator Frrauson. Now, these people, then, that had built this 
eng ineroonm had to rebuild it ? 

Mr. Lesrer Rosensiatr. No, sir. 

Mr. Frizptanp. They hadn't gotten that far yet. 

Mr. Lesrer Roseneiarr. I don’t believe that is c ‘orrect, because they 
hadnt gotten that far. And they had not received plans from us 
show Ing the General Motors engineroom. 

In other words, we were held up in our—— 

Senator Fereuson. When was that? What wasthe date? It took 
several months. When was it? 

fr. Lesrer Rosensiatr. Would you give me that date, Mr. Fried- 
land ? It is 1951. I think the decision was made in August 

Mr. Younc. We started on that in August. 

Mr. Lester Roseneiarr. When was the decision made to use the 
Atlas engine? I think September, October, or November 1951. 

Senator Henprickson. While he is looking for that, Mr. Rosenblatt, 
vou refer to a saving of $1,500,000. 

Mr. Lester Rosensxatr. In the cost of the engine. 

Senator Henprickson. In the cost of the engine; that is right. Is 
the cost of the change reflected in that figure ? 

Mr. Lester Rosensiatr. No, sir. Our design cost is not reflected 
in that figure. 

Senator Henprickson. What would your design cost be ? 

Mr. Lester Rosensiarr. | a | only give you the roughest guess 
here. 

Senator Henpricxson. Well, if it is not too rough, I would like to 


] ? 
wear IT. 





Mr. Lester Rosensiatrr. Do you have anything more than a rough 
guess available, Mr. Friedland? Our costs are not broken down in 
that detail. I would say that the cost of making that change was in 
the neighborhood of $40,000 to $50,000. 

Mr. Sruurs. Your costs were not broken down that carefully ? 

Mr. Lester Rosensuiarr. No, sir. 

Mr. Srvurs. Shipyards who have come in here said that as a result 
of following through on these changes that you make, they had to 
break it down into pennies, practically, and even then were cut down. 

Mr. Lester Rosensiatr. That is right. That was a different 
negotiation. 

Mr. Srvuurs. But the Navy never forced you in auditing your ac- 
counts to break down how much you spent doing this and that? 

Mr. Lester Rosensiatr. No, sir. Our accounts are kept—for in- 
stance, on the 65-foot tug, we have 4 different accounts. One is for 
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design work on the first flight of vessels, another for design work on 
the second flight of vessels; one is for procurement work on the first 
flight of vessels, and the fourth for procurement work on the second 
flight of vessels. So that is just a guess. 

Mr. Sruuts. Then if the Navy “auditor comes in and says, “Gosh, 
this is a pretty big bill you are hitting us for this last few weeks,” 
and you say, “Well, we had to mess around with the engineroom”— 

Mr. Lester Rosensiatr. That is all that we could do. 

Mr. Sruurs. That is all that they could get from you? 

Mr. Lesrer Rosensiarr. That is right. We could then go to our 
various section heads and say, “I would like an estimate from you as 
to how many hours you spent working on this engine change.’ 

Senator Frrcuson. Did you have other work in your shop at the 
time ¢ 

Mr. Lester Rosenpuatr. Yes, sir, we did. 

Would you like some sort of information on that? 

Senator Fercuson. No. I just wanted to follow up the question. 

Mr. Lester Rosensiarr. Yes. We had several other contracts. 

Senator Frrcuson. You say that you would go to the man and ask 
him how much time he spent on this? 

Mr. Lesrer Rosensiarr. Oh, yes, we had a good number of con- 
tracts. 

Senator Henprickson. Mr. Chairman, I am informed by a member 
of the staff that we do not have in our committee files a copy of the 
contract under which the Rosenblatt firm operated. I wonder if you 
would furnish us a copy of that contract. 

Senator Frerecuson. Yes, we ought to have that. 

Mr. Lester Rosensiatr. I have a copy here. I would have to check 
with my office as to whether they have another copy. I know that 
this copy lacks price inform: ition because I believe it is a copy that 
is used in the drafting room, where people use it, not to determine any- 
thing having to do with money. 

Senator Henpricxson. You could furnish us with a copy? 

Mr. Lester Rosensuarr. Yes, sir. 

Senator Henpricxson. Will you do that. 

Mr. Lesrer Rosensiatr. We will be glad to.’ 

Senator Gittettre. Mr. Chairman, I am going to have to go, and I 
do not want to cover ground that was covered yesterday. But I am 
still very much interested in your statement relative to your com- 
pensation. 

If a change in design is made, it is a factor in what you people 
receive ? 

Mr. Lester Rosensiarr. Yes, sir. 

Senator Giuterre. If a change in the needs through procurement 
enters into the picture, that also adds to your compensation as pro- 
curement agent? 

Mr. Lester Rosensiart. Yes, sir. 

Senator Giitetre. Consequently, the more designs that are made, 
or changed, the work that you have in designs and the more procure- 
ment contracts that you have, it is a heavy factor in your compensa 
tion in keeping you in business; is it not? 








2 Copy of the contract referred to retained in committee files. 
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Mr. Lester Rosensuatrr. No, sir. I would like to explain that. 
[ think we went through this yesterday. 

Senator Gruterre. I am sorry. 

Senator Ferauson. No. I think you ought to explain that. That 
question was not answered yesterday. I think the conclusion might 
have been drawn, but 

Mr. Lesrer Rosensiarr. Let us stick to design, because the same 
situation holds true in procurement. 

Let us say we find a mistake in our plans. We cannot approach 
correction of it with the feeling that, “Well, here, we will make a lot 
of work, and we will not only get paid for our work; we will also 
make a profit on it.” 

If we find a mistake and we feel we must correct it, that is just extra 
work that we have to do which, under our cost-plus-fixed-fee contract, 
will bring to us reimbursement for the cost only of the work. 

Senator Giutetre. That is your mistake? 

Mr, Lester Rosensiatr. Yes, sir. We will not receive any profit 
on this. But if the Navy 

Senator Frereuson. But wait a minute, now. Your salary goes 
o—— 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Frereuson. And all the partners’ salaries go on? 

Mr. Lester Rosensiarr. Yes, sir. 

Senator Frreuson. The rent goes on. 

Mr. Lester Rosensiarr. That is right. But I would like to point 
out that these jobs are not the only jobs that our company had or has. 

Senator Fercuson. How do you allot your rent? 

Mr. Lesrer Rosensiatr. I thought you were going to say, “How do 
we allot our labor time?” 

Senator Ferauson. Labor time. 

Mr. Lester Rosensiatr. We have time cards that every man keeps. 

Senator Frreuson. I know. But your time? 

Mr. Lester Rosensiarr. We allot our time on time sheets and time 
cards just as the men do on the job that we spend our times on, if it is 
direct labor, and in the case of the partners—and I now speak of my 
father and myself—— 

Senator Frrcuson. What was your salary ? 

Mr. Lester Rosensiatr. In the contracts for the tugboats, if I 
recall correctly, my own direct labor is reimbursed at the rate of $5.75 
per hour. 

Senator Frereuson. $5.75 an hour. 

Mr. Lester Rosensiatr. That is right. 

Senator Ferguson. And what was your father’s? 

Mr. Lester Rosenpiatr. And my father, I believe, at the rate of 
$7.19 per hour. 

Senator Ferguson. Who is the other partner? Mr. Friedland? 

Mr. Lester Rosensiatr. No. My father and I are the only partners. 
Everybody else is an employee of the firm. 

Senator Frrcuson. They are paid? 

Mr. Lester Rosenniatr. That is right, yes. sir. 

Now, have I answered that question completely, Senator Gillette? 

Senator Gruterrr. Well, ves. The fact remains, as I see it here, that 
regardless of when you correct your own mistakes, that is another 
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thing, but if there is a change in design that is authorized by the De- 
partment, or if there is a change i in the material procurement, they are 
all factors in your compensation ? 

Mr. Lesrer Rosensiatt. Yes. May I explain what would happen 
if there were a change in design ordered? We would receive an order 
to make such a change. We would then write a letter to the N vavy 
saying that this is work additional to that in our contract, and we 
request a change order. We would receive a change order saying— 
with our letter requesting a change, we would frequently submit an 
estimate of what it would cost, and say, “Therefore, we request that 
our estimated cost be increased by so many dollars and that our profit 
be increased by”—and that would be 7 percent of the estimated cost. 
That would be adjudicated. Sometimes we would get all of it; some- 
times we would get part of it. There would be a discussion, a negotia- 
tion of our estimate, so that if the Navy originated a change—and 
after all, all of our instructions came from the Navy. We were work- 
ing for the Navy. If they instructed us to make a change, we then 
arrived at an agreement on the cost of the change and an agreement on 
the estimated profit. 

Senator Gitterre. And you should. You should have the increased 
compensation. But the fact remains that the more changes in design, 
the more changes in procurement, the more your compensation is 
increased. 

Mr. Lester Rosensiarr. Yes, sir; that is true; the more work, the 
more it costs, and the more we get. 

Senator Frravson. Did you instigate this change? You say the 
Navy caused it. 

Mr. Lesver Rosensiarr. I would like to confine that to change 
orders on which we received a fee. The answer is “No,” we did 
not. When it came to making corrections in plans when we saw an 
error, we made the correction. It cost us and the Government money, 
but we made no profit on it. 

Senator Frrcuson. Do you think that there were any more changes 
made because of Government in here than there would be if a private 
firm had been building this tugboat ? 

Mr. Lester Rosensiarr. If a private firm had been—if private firms 
in the same number as the number of shipyards here had been building 
this many vessels—— 

Senator Fereuson. Oh, now, wait. Here. You only had the Navy. 
These people only had the Navy. 

Mr. Lesrer Rosensiarr. Pardon? 

Senator Frrauson. These people were contracting with the Navy. 
You say all the firms. 

Mr. Lester Roseysiatr. The number of vessels and the number 
of shipyards and the number of approving agencies had a tremendous 
effect upon the number of changes. 

Mr. Sruurs. Why the number of yards, Mr. Rosenblatt? You sent 
them only blueprints. 

Mr. Lesrer Rosensiatr. Yes. I will explain one effect—would you 
like to take this, Nat, or would you like me to answer that? 

I will take it 

I am trying to give you an example. I find it difficult to think of 
a specific case. One yard might come through and say, “We passed on 
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to you | Rosenblatt] formally or informally a preference for a certain 
type of construction.” 

In the case of the shell plating of the vessels, the hull, the exterior 
boundary, of the body of the ship, there was considerable discussion as 
to whether the shipyards would prefer and would find it easier or more 
economical to build a vessel] with butted seams or lapped seams. The 
decision in that case was to permit either and to show both on the 
pla s. And there is a difference. 

Now, if there had — one shipyard involved, when we came to 
that problem we would say, “Here is something that can be done in 
two ways. Let us ask them.” 

Senator Frereuson. Did you do it that way originally? Make it 
optional ? 

Mr. Lester Rosensiatr. I believe there was a case where we—I am 
not sure we did draw it that way originally. 

Mr. Manvett Rosensvatr. Let me take over there. I was in on 
that. There was a clamor by some of the builders who use lapped 
seams instead of butted seams. We came to the conclusion that there 
was so much of a difference of opinion that we would show two meth- 
ods. It takes longer to show two methods than one method. But that 
would satisfy all the builders, and it was good practice to do it that 
way. 

Senator Frrauson. Was that done originally? 

Mr. Younc. The contract plans showed butted seams. 

Mr. Frieptanp. They didn’t show any. 

Mr. Lester Rosensiatr. On the midship section; that is right. 

Mr. Manne Rosensiartr. That is right; butted seams. I remem- 
ber that. There was a clamor for the lapped seams. 

Mr. Younc. Then when the question came up about changing them 
to lapped seams, it would increase the weight of the boat, and the 
Army and Navy both, I believe, were a little bit concerned about that, 
and that was at first not permitted. Then later on it was permitted. 

Senator Frrevson. Which is the most expensive to make? 

Mr. Manvett Rosensiatr. That is a debatable question, now. 

Mr. Lester Rosensiatr. Ask one shipyard and you will get a dif- 
ferent answer from another. I think it is a matter of preference. 

Mr. Youne. To put the seams together you have to fit the plates 
a accurately. But when they are lapped, the accuracy doesn’t 
1ave to be so close. 

Mr. Manvett Rosenerarr. Yet some claim that they can do it 
cheaper in one method than another. You will never answer that 
problem. 

Mr. Lester Rosensiatr. IT believe that in engineering and ship- 
building there are matters of opinion, as in law. This is a case of 
that. 

May I continue? 

Senator Fereuson. Yes. 

Senator Henprickson. Before you continue, Mr. Rosenblatt—you 
were discussing changes, and you mentioned at one point changes due 
to error. Now, I assume that some of these changes were due to an 
obvious need for improvement, and not error; is that correct ? 

Mr. Lester Roseneiatr. An obvious need for improvement? Do 
you mean in the original plans given to us? 

Senator Henprickson. That is right; not error. 
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Mr. Lester Rosensiatr. There may have been instances of improve- 
ment. I think it would be netural that there would be some. There 
were no significant changes—— 

Senator Henpricxson. Hew many of these changes—let us get 
right down to simple things—how many of these changes were due 
to obvious errors? 

Mr. Lester Rosensiatr. How many were due to obvious errors in 
the basic design ¢ 

Senator Henprickson. Proportionately ; yes. 

Mr. Lester Rosensiatr. Very few. I would say that there may 
have been no significant changes due to obvious errors in the basic 
design of the vessel, and there may have been a very tiny number. 
There may have been one or two or three. I can’t think of a single 
change of that type that we made. 

Mr. Manvett Rosensiatr. Let me give an answer. One time I had 
charge of alterations on three cruisers when I was with the Brook- 
lyn Yard. I had a squad of men working 2 years only making altera- 
tions due to changes, inherent changes in ships, errors in plans. You 
don’t finish all the plans at one time in a ship. You make one plan; 
you make the shell. At the time you draw the shell, you are not con- 
cerned with openings in the shell—— 

Senator Frreuson. Let us stick to tugboats, though. 

Mr. Manpeut Rosensiatr All right. Let us stick to tugboats. 

Mr. Lester Rosensiarr. Tugboats are boats, and they are similar 
to other vessels in almost all ways. They are not very simple ships. 
They contain a tremendous amount of machinery for their size. 

Mr. Srutts. In this specific case, how about when the ventilating 
duct and the pipe were to occupy the same space? That was obviously 
an error, I suppose. 

Mr. Lester Rosensiatr. That I would say is a bull on our part. 

Mr. Srurrs. And you did not get any fee, but your costs were paid 
for correcting that? 

Mr. Lester Rosensiatr. Yes, sir. And such mistakes will come 
up from time immemorial to time immemorial. 

Mr. Strutrs. If Mr. Oliver or Mr. Olson had made that error, they 
would not have been reimbursed for putting two things in the same 
spot, I suppose. But in any event, that is something quite different. 

Mr. Lester Rosensiatt. Ir the field it is more difficult to put two 
things in the same spot than on the drawing. It is easier for us. 

Senator Frereuson. That is one thing that they couldn’t do. 

Mr. Lester Rosensiatr. It is easier for us. 

Mr. Sruurs. Now Senator Hendrickson wondered how many of 
these changes were due to errors in the drawing by M. Rosenblatt 
& Son. 

Mr. Lester Rosenniatr. We have some changes here which I think 
you will find—but to answer your question, we find that 7 percent of 
all the changes that we made on the first-flight vessels and 8 percent 
of all the changes we made on the second-flight vessels were due to our 
errors, and were corrections to our own errors, and cases of eliminat- 
ing interferences which were generated on the plans that we drew. 

Senator Henprickson. And you were reimbursed for the cost of 
those errors? 

Mr. Lester Rosensiatt. For doing that, yes, sir. 
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Mr. Manpext Rosensiatr. That is normal in shipbuilding practice. 

Mr. Lesrer Rosensiarr. I would like to say this, that anyone hav- 
ing anything to do with the preparation of plans of ships realizes that 
it is absolutely impossible to turn out a set of plans that are perfect 
and that do not have interferences and mistakes. It is an absolute 
impossibility. One cannot go to a skilled accountant and give him a 
calculator and ask him to add a thousand columns and not check 
them, or even allow him to check them—ask him to obtain a total of 
1,000 columns. You probably will have an error. 

Senator Frrauson. What do vou feel is the reason for having all 
these different agencies in this thing that vou have indicated caused 
some complication? For instance, why did they have the Health 
Department in it / 

Mr. Lesrer Rosensiarr. Mr. Friedland, i chink, will give you that. 

Senator Frercuson. The United States Public Health. 

Mr. Frieptanp. Yes. The United States Public Health Service, 
now part of the Department of Education and Welfare, is responsible 
for the maintenance of cleanliness and sanitary facilities on board all 
vessels, 

Senator Frrcuson. Cleanliness is after you have the ship going 
into business. 

Mr. Lester Rosensiatt. No, sir. 

Mr. Frieptanp. There are design features that are quite impor- 
tant. The Public Health Service has fairly voluminous regulations. 
Senator Freravson. Who takes care of that on a private boat? 

Mr. Friepianp. The United States Public Health Service. 

Senator Fereauson. On all? 

Mr. Friepianp. On all American vessels. 

Senator Frrevuson. Whether a private firm is ordering the ship 
or not ? 

Mr. Frreptanp. Exactly. They are responsible—— 

Senator Frercuson. Don’t they have standards and say, “This is 
what is required /” 

Mr. Frreptanp. They do, sir. But these standards are subject 
to interpretation. If I may quote one little illustration, these vessels 
were insulated for purposes of maintaining reasonable temperatures 
within the spaces. As insulation we chose a type of fiberglass with 
a hard-board coating, it being our understanding that the hard-board 
coating would be sufficient to protect the fiberglass. Some of this 
insulation is placed in the overhead over the mess tables where the 
men eat. The United States Public Health Service came around 
later at their first inspection of the vessels and said that they felt it 
was conceivable that during the wear and tear of the vessels some 
of this hard-board coating might be broken, and it might be possible 
for some of the men to have fiberglass feathering down into their 
soup, and for that reason they instructed us to modify the plan to 
show sheet-metal sheating in that area, in the same way that we 
sheath insulation over the galley. That is one illustration. 

Senator Frreuson. Was that a change? 

Mr. Frrepianp. That was a change. 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Fercuson. Now, would that not cost much more, to put the 
steel in? 

Mr. Frrepianp. Yes, sir 
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Senator Frercuson. Would the contractor get paid for that extra? 

Mr. Frieptanp. We have no direct way of knowing, sir. 

Mr. Forsyrne. Had you not known prior to this time in your ex- 
perience that the United States Public Health Service would demand 
that? Had they ever talked to you about this? 

Mr. Friepianp. This is a new material. 

Mr. Lesrer Rosensiarr. We would not have known. 

Mr. Forsyrue. You would not have known / 

Mr. Lesrer Rosensiarr. That is right. 

Mr. Forsyrue. Is there not a code in the American Bureau of Ship- 
building that also covers sanitary—— 

Mr. FrtepLaNnp. Not the American Bureau of Shipping. 

Mr. Lester Rosensiatr. No, sir. And their regulations are subject 
even to a far greater extent to interpretation. 

Shall I go on ¢ 

Senator Henprickson (presiding). Yes. Go ahead. 

But before you do, let me clear up one thing on the question of 
inspection. Why couldn’t the Coast Guard carry out the regulations 
of the Public Health Service? 

Mr. Lester Rosensuarr. I am afraid that answer is up to the Public 
Health Service or the Coast Guard, or people who determine the 
operation of the Government. 

Senator Henprickson. | thought you might know. 

Mr. Lesrer Rosensiarr. No, sir; I don’t know. They are entirely 
different functions. 

Mr. Frtepuanp. Sir, I believe that there are public laws of the 
Congress establishing the responsibility of these various agencies. 

Senator Henprickson. That is correct. I understand that. But 
maybe some of those laws need changing. 

Mr. Frrepianp. Well, sir, you have touched on a raw nerve of the 
marine industry, which is that there are these agencies, all of them 
essential, all performing a useful function. I think we Americans 
are rightly proud of the fact that our American vessels are the clean- 
est and healthiest in the world, and I don’t think anybody would care 
to change them. And that condition is very largely the result of the 
fine work of the United States Public Health Service. 

In the same way, our vessels are the safest in the world, and that 
is the legal responsibility of the United States Coast Guard, and per- 
haps some higher authority may feel that these 2 functions might be 
combined into 1. But I feel that that is a question which is 

Senator Henprickson. We have so much duplication and overlap- 
ping in the Government. If we could get rid of some of that, it would 
save the taxpayers a lot of money. 

Mr. Forsyrue. In line with the Senator’s questions here, when the 
contract came out to the shipbuilders and indicated that these were 
to be constructed along commercial lines, and there was also the in- 
struction that on inspection the Navy inspection should yield wher- 
ever the specifications would admit to standard commercial inspec- 
tion, does that imply that the commercial inspection has a different 
criterion from what the Navy might have? I assume that that is so. 
Would you interpret it that way? 

Mr. Lester Rosensuiarr. Yes. 

Mr. Frteptanp. Well, of course, I don’t feel that we are properly 
competent to discuss functions of the inspection services. But the 
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viewpoint of the inspections of each of these agencies would be differ- 
ent. The public health inspector is looking out for the factors he is 
concerned with. The Coast Guard is concerned with the safety of 
the vessel, and, for example, he might not be concerned with the fire 
pump as four times as large as it has to be, but the Navy inspector, 
who is responsible for administering the contract, might say, “Well. 
why on earth was this extra-size pump put on?” 

In the same fashion, the American Bureau of Shipping, which is a 
private organization, with semigovernmental authority, is responsible 
for the structural strength of the vessels, and they don’t care if you 
make a plate four times as thick as it should be, if it doesn’t have an 
adverse effect on the strength of the vessel, but the Navy inspector 
might say, “Well, this is not what should be put on.’ 

Mr. Forsyte. Now, going on directly to your work, then, in your 
statement that you are reading, you state in there that you had to 
submit your plans before they went to the shipbuilders, to all of these 
agencies. 

Mr. Frrepianp. A select list of these plans. 

Mr. Lester Rosensiarr. A select list of them; certain plans. 

Mr. Forsyrur. And I assume that you had conferences with these 
agencies concerning your specific plans? 

Mr. Lester Rosensuatr. Yes, sir. 

Mr. Forsyrne. Did you find there that there was an overlapping 
in criteria, or were there a group of different criteria that you had 
to satisfy? You say that that complicated your work and the work 
of getting these plans up. 

Mr. Lester Rosensiarr. Yes, it did: in general, each agency dealt 
with a different matter. But there were areas where conflict did 
arise. 

Mr. Forsytue. What were some of those areas? 

Mr. Lester Rosensiatr (continuing). Which isa normal difficulty 
of the industry. 

Mr. Friedland, would you be able to supply a particular example? 

Mr. Frreptanp. I would rather have Mr. Young discuss some of 
the differences because a large number of them, particularly with 
respect to the Coast Guard, were in the machinery spaces where Mr. 
Young is particularly well qualified to discuss. 

Mr. Youne. There was one case where the main engines were pro- 
vided with a certain amount of starting air piping for starting the 
engines. The pressure of that air was 250 pounds, which is con- 
sidered in the extra heavy classification of piping material. The 
engine with its piping was passed at the shop of the engine manu- 
facturer, and in one particular shipyard when that engine and its 
piping were installed, the Coast Guard inspector at the at yard found 
out that two of the fittings on that high-pressure air piping were of 
standard weight instead of extra heavy weight. 

Now, nobody else discovered that, so that we had to change our 
plan; we had to consult with the vendor to correct that, and we had 
to replace those lighter fittings with the proper weight fittings. 

Mr. Forsyrne. Did the vendor in that case supply material that 
was not according to specifications? 

Mr. Younc. He supplied material that was not according to spe- 
cifications, because the specifications mentioned all had to be in ac- 
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cordance with the requirements of the Coast Guard, as well, of course, 
as the American Bureau of Shipping. 

Mr. Forsyrue. So that was the vendor’s mistake ? 

Mr. Youne. That was the vendor’s mistake. 

Mr. Forsytue (continuing). Or negligence. 

Senator Henprickson. And who paid for that? 

Mr. Youne. The vendor supplied the new fittings. But who com- 
pensated the shipyard for the labor of replacing the fittings, I don’t 
know. 

Mr. Forsyrue. So the Coast Guard discovered them in the ship- 
yard ¢ ; 

Mr. Younea. That is right. 

Mr. Forsyte. So let us assume that the fittings were already 
Then the contractor would have to take it out and replace it with 
the other material ¢ 

Mr. Youne. As I say, I don’t know whether the shipyard, the con- 
tractor, had to do it, or whether the vendor, the engine manufacturer, 
had a representative there todo it. I don’t know. 

Mr. Forsyrur. How long would it take you in an ordinary situa- 
tion to iron out these difficulties? Was it a time-consuming process? 

Mr. Youne. Yes. The time-consuming process consists first of the 
shipyard sending it to his supervisor who in turn sends it to New 
York, who in turn sends it to us. Then we act on it. In some cases 
we get advance information through a telephone call or something 
like that, where we can take preliminary steps. But officially we are 
not supposed to do anything until we get something through official 
channels. 

Mr. Forsyrne. All right. Then let me ask you this in the same 
line. Ona design or plan that you have to get approved before the 
shipbuilders even get into the picture—— 

Mr. Youna. That is right. 

Mr. Forsyrue. How long does it take you on some items like that 
to get this approval? If you have to get approval from all these 
agencies, that is time-consuming? 

Mr. Youna. That is time consuming. It might take from 1 to 4 
weeks. In a few cases we ask the immediate approval. But we 
always have to consider that the supervisor’s office has a certain work- 
load there, and they can’t give precedence to our little tugs when they 
have more important jobs to work on. 

Mr. Forsyrnue. If this is an emergency tug, then you would assume 
that they might give you a little priority ? 

Mr. Lester Rosensuarr. I don’t like to speak about the supervisor's 
office, but I would like to point out that they had many vessels at that 
time, probably, and probably the construction of all was connected 
with the Korean emergency. They had probably as much and as 
talented manpower as they could get hold of, but they had a man- 
power problem, as did everybody in the picture, probably. 

Mr. Yr RIEDLAND. I wonder if IT might call to the attention to the 
committee a rather striking illustration of differences in the require- 
ments of the various agencies which occurred on the 100-foot tug pro- 
gram which we were working on concurrently with the 65-foot tug 
program. 

The Army originally intended to have a lifeboat on that vessel 
with a single radial davit for lowering that liftboat. The Army 
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prepared a plan indicating the overall outlines of that devit, and 
the Coast Guard approved it in New York. However, the first yard 
to build that was Avondale in New Orleans. The Coast Guard in- 
spector at the yard turned down that davit cold, saying that the Coast 
(ruard regulations required that the davit be strong enough to sup- 
port the lifeboat and a full complement of people, whereas it had 
been designed simply strong enough to support the lifeboat and 2 or 3 
people 

Well, that took several months to iron out, and eventually an en- 
tirely new set of davits had to be obtained, and while the new set 
of expensive davifs had to be designed and purchased and installed 
on the vessels, we understand that there were negotiations going on 
here in Washington so that many, many months later, the Coast Guard 
was prevailed upon to issue a special waiver permitting the use of 
the original design. 

Mr. Forsyrne. All right. Now, while that conference in Wash- 
ington was going on, were you at work designing the new plans for 
a structure and a support that would support not only the boat but 
a full complement of men / 

Mr. Frreptanp. Yes. We had one. 

Mr. Forsyrne. So when you drew that up, then the permission was 
made to grant a waiver. So we did not use the new requirement at 
all on that. 

Mr. Frrepitanp. Well, the entire first flight of 100-foot tugs had been 
delivered at the time the dual davits, which complied with the Coast 
Guard’s requirements, had been procured and installed on the vessels. 
I believe that the Navy is attempting to have the radial davits installed 
on the second flight of vessels. 

Mr. Lester Rosensiatr. May I continue? 

Senator Henprickson. You can continue, Mr. Rosenblatt. 

Mr. Lester Rosenpuatr (reading) : 

The design agent was not asked by the Navy or the Army to prepare any 
estimate of the costs of the vessels. Our office, however, did prepare and 
furnish to the Navy an estimated cost of the centrally procured material. It 
is the design agent’s opinion that the actual building costs are probably not 
too high, taking into account the machinery and equipment in the vessels and 
the relative inexperience of some of the shipbuilders. 

I allude here—and this is an insert—I alluded here not only to the 
background of the executives or lead personnel of some of the vards, 
but to their problems of building up a new or largely new organization 
for construction of these vessels in relatively large numbers. 

The 65-foot tugs are basically quarter-million-dollar vessels and the 100-foot 
tugs half-million-dollar vessels 

Mr. Woodruff raised the question as to why the design agent did not send 
representatives to the yard to iron out difficulties. We feel that such visits 
benefit the entire program. Early in the program, we were not authorized to 
visit the shipyards. This situation was later changed and the design agent 
has sent representatives to each of the shipyards on several specific occasions. 
No systematic program of design-agent representation at the shipyards was 
ever established. We are under the impression that while the Navy favored 
visits to the shipyards, these were to be somewhat limited as an economy 
measure. It should be noted that as a matter of contractual procedure all 
contracts “between ourselves” and the shipbuilders had to be made through the 
Navy representatives at the shipyards. Actually this procedure avoided certain 
areas of possible confusion and was not as restrictive as it might sound. 

Senator Henprickson. Now, Mr. Rosenblatt, you say there that 
the design agent is under the impression that while the Navy favored 
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visits to the shipyards, these were somewhat limited as an economy 
measure. 

Mr. Lesrer Rosensuarr. Yes, sir. 

Senator Henprickson. To what extent would there be costs in 
connection with these visits ¢ 

Mr. Lester Rosensiarr. Well, we would have to send men by train 
or airplane to the shipyards, pay their subsistence, and we would 
naturally lose their services in the office on design, and we would have 
to pay for their time in the shipyards, in other words, time and travel, 
such costs. That is right. 

Senator Henprickson. I understand. Proceed. 

Mr. Lesrer Rosenswiarr (reading) : 


As to the nature of this firm’s business, it can be stated that we are engaged 
almost exclusively in naval architecture and marine engineering, the only ex- 
ception being a small amount of marine brokerage and insurance. In addition to 
our tugboat contracts, recent and present assignments include the design of 
other vessels for the Bureau of Ships, design work on practically all types of 
naval vessels including aircraft carriers, submarines, patrol boats, et cetera, for 
three of the country’s naval shipyards, and design work on commercial vessels 
and yachts for the city of New York, private shipyards, ship operators, re- 
search organizations and individuals 


I would like to add to this that in addition to the tugboat work as 
done by our firm, as touched on yesterday, originally the partners and 
several of our lead personnel have played a major role in the design of 
some 200 or more tugboats during only the half dozen vears prior to the 
formation of our firm in 1947. 

During Mr. Woodruft’s visit to this office, he mentioned— 


comments regarding a desire by the Navy to favor larger shipbuilding organiza 
tions at the expense of the smaller yards. In this connection we must state that 
we have never heard or seen any statement or action that could in any way be 
construed to support this comment. At all times, the Navy has evidenced a sin- 
cere desire to “get the job done” with no desire to favor or discriminate against 
any group or individual. 

It is our opinion that the financial difficulties being experienced during the 
present programs are complex in origin and result to a considerable extent from 
the emergency conditions existing during the initial stages of the programs. 
We believe that because of the urgent atmosphere, there was insufficient time 
to integrate sinoothly this Army program, which contemplated no intervening 
agencies between the Army and the shipbuilders, into the Navy’s plan of opera- 
tion. It should be noted also that Army specifications and other documents for 
these vessels contemplated neither single service procurment nor the use of a 
design agent’s services. 

We have also noted that many of the builders were not prepared for the amount 
of engineering and administrative detail which is a necessary part of a large 
shipbuilding project such as this. On the other hand, the urgency of the situa 
tion and the possible immediate need for great expansion of shipbuilding did 
perhaps make wise, from a defense standpoint, the selection of building yards 
which might not have been chosen otherwise. The sporadic nature of ship 
building in this country has effects which cannot be undone overnight when an 
emergency arises. 

I would like to stress this. 

I would like to add that the shipyard, the Navy and the design 
agent all have great difficulty recruiting the necessary skilled man- 
power during periods of shipbuilding resurgence. 

More basic than all of the foregoing, we believe, is the fact that the shipbuild- 
ers’ contract prices were in many cases too low to cover the cost of constructing 
the vessels. 


That is our opinion. 
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Many factors contributed to this situation. The builders, due to keen competi- 
tion among the shipyards— 

we presume— 

their anxiety for work 

perhaps— 

lack of understanding of the nature of the program 

perhaps— 

and poor estimating- 

perhaps— 

in many instances simply bid too low, and, after negotiations, accepted too low 
a figure 

The well-being of the marine industry and particularly the well-being of the 
shipyards and other activities with whom we have been privileged to deal, are 
of concern to this office. We hope that this information will be helpful. 

Senator Hrenprickon. Mr. Rosenblatt, your firm in its operations 
and activities has no control, no contact, or no association whatsoever 
with the contracts of the shipbuilders; is that true? 

Mr. Lester Rosenexatr. Yes, sir; that is true. 

Senator Henprickson. In other words, you do not have any con- 
cern about those contracts ? 

Mr. Lester Rosensiatr. No immediate financial concern. We like 
to see the contractors turn out a good vessel and make a profit and be 
happy. 

Senator Henprickson. Do you ever see the contracts ? 

Mr. Lester Roseneiatr. Did we ever see the contracts? 

Senator Henprickson. Do you ever see the contracts? 

Mr. Lester Rosensiatr. On the rarest of occasions only. I can 
remember seeing a page or two of one shipbuilder’s contract once in 
a Navy office, and I believe the purpose was to discover just what we 
were supposed to do. I mean, I think it was a case of our contract 
not being quite clear, and we wanted to see whether the builder’s con- 
tractor required that he do something or we do something. But I 
would say that I have seen perhaps 2 paragraphs of 1 of the ship- 
building contracts involved in these 2 programs. 

So in general, we do not see the contracts or have anything to do 
with the contract as such. 

Senator Henprickson. I yield to the Chair. 

Senator Fereuson (presiding). No. Go ahead. 

Senator Henpricxson. I have finished. 

Senator Frercuson. Mr. Stults. 

Mr. Sruurs. I have several questions. 

Let us start at the end of your statement first. You say— 
more basic than any of the foregoing is the fact that shipbuilders’ contracts in 
many cases were too low. 

How about your own contract? That was revised upward 300 or 400 
percent, was it not? 

Mr. Lester Rosensiatr. No, sir; that is not correct. 

Mr. Sruurs. How much? 

Mr. Lester Rosensiarr. May we lump together for this 
discussion— 
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Senator Frrcuson. Before he goes into that, you had a contract 
that you could not lose on. You got everything you paid out plus 

« percent. 

Mr. Lesrer Rosensiarr. You are practically completely correct. 

Senator Henprickson. Plus the cost of errors. 

Mr. Lester Rosensiatrr. Pardon? 

Senator Henprickxson. Plus the cost of errors. 

Mr. Lester Rosenziatr. Yes, sir. The only expense—— 

Senator Frrcuson. But these builders in getting these changes, 
they were in a position that they could lose / 

Mr. Lesrer Rosensiarr. They certainly had a far more dangerous 
type of contract. 

Senator Fercuson. How do you account for the fact that the archi- 
tect could get a very favorable contract, which is really cost-plus—— 

Mr. Lester Rosensiarr. Cost plus fixed fee; that is just exactly 
right. 

Senator Frercuson. No. It is not “fixed fee.” It is cost-plus. 

Mr. Manvett Rosensuatt. Yes, sir. It is a fixed fee. 

Mr. Lester Rosensiart. Yes, sir. 

Mr. Manve.y Rosensuart. It is a fixed fee, based on estimated cost. 

Senator Frreuson. Now, wait a minute. It is a cost-plus a fee on 
an estimated cost. 

Mr. Lester Rosensiatr. Yes, sir. I think there is a big distinction. 

Mr. Srutts. Which is also escalated ? 

Mr. Lester Rosensiarr. Or decreased. 

Senator Fereuson. Yes, which goes up. Your price here that you 
gave us went up to $336,000. How can you say that that is a fixed fee? 

Mr. Lester Rosensiatr. Pardon? 

Senator Fercuson. How can you say that that is fixed ? 

Mr. Lesrer Rosensuatt. Sir, the fee is fixed. 

Mr. Youna. The fee is fixed. 

Senator Frreuson. Seven percent is fixed. 

Mr. Lester Rosensiatt. Yes, and the amount; that is correct. 
That is right. Our fee is fixed. Our costs are not. And I see a great 
distinction between a cost-plus-percentage contract and a cost-plus- 
fixed-fee contract. 

Senator Fercuson. Yes. But you gentlemen are all in it. You get 
paid for your hours. 

Mr. Lester Rosensuatr. Yes, sir. 

Senator Frercuson. You get your $5 and $7 per hour. 

Mr. Lester Rosensiatr. Yes, sir. 

Mr. Manvextt RosensiattT. But we get no profit if the costs ex- 
ceed—— 

Mr. Lester Rosensuatr. Those are considered costs. 

Senator Fercuson. No. You do not get any profit on your wages. 
But these other fellows do not even get their wages. 

Mr. Lester Rosensiatr. But I point this out, sir, that if a firm 
had a contract such as ours and no other contract, and had one job—— 

Senator Ferauson. Then they could not lose money. 

Mr. Lester Rosensiatr. No. And if they could keep the job oing 
and nobody stopped them for 50 years it would be a wonderful thing. 
But we had many other jobs, and we have no business other than 
ship design, and you can get away, perhaps, and sting the customer 
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once, but our reputation hinges on doing these jobs profitably for 
the people we turn them out for, and not on increasing our costs 
interminably. 

Senator Fereuson. You would not say that this job here, this whole 
100-foot tugs and these other ships was a success? Would you not 
say that? 

Mr. Lester Rosensiattr. From what standpoint, sir? 

Senator Frrevson. Any standpoint. 

Mr. Manpetit Rosensiatr. Absolutely. 

Mr. Lester Rosensuatr. Yes, sir. 

Senator Ferevson. I will put it first from the taxpayer’s stand- 
point. 

Mr. Lester Rosensiarr. Would you like my opinion, sir? 

Senator Ferguson. Yes. I do want your opinion. 

Mr. Lester Rosensiatr. This is just an opinion, as a taxpayer, 
with the knowledge that I have from my position. 

Senator Frercuson. Yes. 

Mr. Lesrer Rosensiatr. I would say that at the conclusion of these 
programs, it is my opinion that the Government will get a number of 
boats at a fair price. 

Senator Frercuson. That is your opinion ? 

Mr. Lester Rosenniatr. That is my opinion, sir. And I am ready 
to tell you more. 

Senator Ferguson. Do you think that is true with the planning and 
designing ¢ 

Mr. Lester Rosensiarr. Very, very definitely. 

Senator Frereuson. The fact that they have a contractor who drew 
a plan, built a pilot boat, and they never even used that? 

Mr. Lester Rosensiatrr. Very definitely. May I give you some 
figures here which lump together all of our design and procurement 
work on all of the 65-foot and 100-foot tugboats? 

Now, remember that from our point of view—and this is a fact— 
the programs have required us to work because of the extension of 
delivery time required, because the shipyards have not delivered on 
the estimated dates—we will have been caused to work about double 
as many months or years as we contemplated. 

Senator Frrevson. Yes. But you get your rent all paid. You get 
your salary all paid. 

Mr. Lester Rosensiatr. Yes, sir. 

Senator Ferguson. And you get a profit. 

Mr. Lester Rosensiartr. Sir, may I continue? On all of these 
design and procurement contracts, what the actual costs of our work 
will be when the jobs are completed, it is presently estimated will be 
105 percent of what we originally estimated they would be. 

Senator Fercuson. One hundred and five percent ? 

Mr. Lester Rosenruatr. Yes, sir: in other words, 5 percent more. 

Senator Frrcuson. Well, at least you are 5 percent. better off than a 
lot of these contractors. 

Mr. Lesrer Rosensiarr. Yes. Now, let me continue. Those costs, 
our actual costs when we complete the job, will be 124 percent of the 
agreed estimates between us and the Navy of what our work would 
cost. 

Do you follow me? In other words, our contracts were negotiated 
downward too. 
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Now, in view of the fact that we will have to work on these contracts 
approximately twice as long as we originally anticipated, I would say 
that that is pretty good performance, in view of the fact, also, that 
the scope of our work was certainly highly intangible. 

Mr. Srutts. The Navy’s figures are, Mr. Rosenblatt, that they have 
already paid you as of April 28, $357,072. 

Mr. Lester Rosenpiarr. Now, you are speaking of the 65-foot pro- 
gram only ¢ 

Mr. Sruurs. That is right. 

Mr. Lester Rosensiarr. I am speaking of the 100-foot and the 65, 
together. 

Mr. Srurts. No. Let us talk about the 65. 

Mr. Lester Rosensiarr. All right. I will go back to that. Can 
you wait a second, please, so that I can correlate this ? 

Mr. Srutrs. Certainly. $357,000. Let us round it up. 

Mr. Lester Rosensiarr. All right. Is this design and procure- 
ment ¢ 

Mr. Srurts. Yes. 

Mr. Lesver Rosensiarr. Allright. That sounds all right. 

Mr. Sruurs. And they expect that this amount will increase to 
$430,000. 

Mr. Lester Rosensiatrr. My own figures are that we expect that it 
will increase to $425,000. That is our guess. 

Mr. Srutts. That is close enough. 

Senator Fercuson. That is good enough. 

Mr. Sruirs. You mean, now, that when the Navy called you up on 
the phone one night after you had negotiated this 100-foot contract and 
said, “Look, gentlemen, would you like to take the 65-foot contract, 
also?” you said, “Yes. I think it will cost us $420,000,” which is the 
figure you said—about 105 percent 

Mr. Lester Rosensiarr. The estimates were made not when they 
called up, but the estimates were made a few months after we started 
the work. And to give you similar figures for the 65-foot tug program 
only, and this program, also, which is lasting about twice as long as we 
anticipated, our costs we anticipate will run 119 percent of what we 
estimated the work will cost, and those actual costs will run 143 per- 
cent of what the Navy and we agreed would be the estimated cost. 

Mr. Srutrs. So you got a 43 percent boost over 

Mr. Lesrer Rospensiatrr. Over what we agreed on with the Navy, 
ves, and on that 43 percent we, of course, make no profit. And we have 
projected that our profit percentage based on the total actual cost will 
have dropped from the 7 percent to 4.9 percent, and we have not sub- 
tracted from that 4.9 percent financing charges, which we, of course, 
incur, when jobsrun. I mean, we finance our operations with some of 
our own capital and, thank God, some of the Chase National Bank’s 
which we pay for. 

Mr. Srutts. So 43 percent above is the figure that I wanted. 

Mr. Lester Rosensiarr. Yes, for a program that ran into complica- 
tions which we did not anticipate and which took twice the time. 

Senator Frrcuson. Now to get back, why did it run into complica- 
tions ¢ 

Mr. Lester Rosensiatr. As we say, those complications were com- 

lex in origin. I have tried to indicate the complications which arose 
betaine of all of the agencies of the Government which were involved. 
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Senator Frercuson. Would you place that first? The number of 
agencies in government getting into it? 

Mr. Lester Rosensiatr. No, sir. I would say that our primary com- 
plication was due to the fact that the prices accepted by the builders 
were too low, and that they therefore ran into financial troubles, which 
extended the jobs. That I would say is the basic cause. 

Mr. Forsyrue. Mr. Rosenblatt, before they even got into financial 
troubles they were coming to the Navy and to you and protesting on 
delay in plans and not receiving proper plans. How do you explain 
that? They were protesting long before they ran into financial diffi- 
culties. 

Mr. Lesrer Rosensiarr. I think the majority of their protests were 
after they ran into financial difficulties, and I can explain plan delays 
by saying that we had the same difficulties in obtaining people. I 
think yesterday I indicated the extent of those plan delays, the time 
extent. 

Senator Henprickson. Mr. Rosenblatt, while we are on that point, 
let us go back to your formal statement. In that statement, on the 
top of page 3, you state: 

\n unavoidable delay was caused by the necessity for obtaining plan approvals 
from the Navy, Coast Guard, American Bureau of Ships, and United States 
Public Health Service. 

Did you understand clearly when you received your contract that 
you would have to get approval for your plans from all those agencies ? 

Mr. Lester Rosensiarr. I would like to explain. At first all of 
those agencies were not involved. Then a change order was issued 
bringing their activities into play. When that change order was 
issued we realized that we would have to submit our plans to cen 
and accept their proposal, and we received a change order for the extrs 
work involved to us, and it was adjudicated between us and the arn, 
the supervisor of shipbuilding, and we received extra cost and extra 
fee for this extra work. 

Mr. Forsyrur. Mr. Rosenblatt, I have one question along the same 
line here. Iam trying to get at when the shipbuilders came in. One 
of the firms involved here is Fellows & Stewart in California. Are 
you acquainted with that firm? 

Mr. Lester Rosensiatr. Yes, sit 

Mr. Forsyrur. They have been in the shipbuilding business for 
58 years; and as far as Mr. Woodruff who has also been in the ship- 
building business—— 

Mr. Wooprvurr. Not 58 years. 

Mr. Forsyrur (continuing). Has been able to find out in his inves- 
tigations, they are a very reputable firm, who have built a good num- 
ber of ships for private companies and the Government. 

Now, they say here: 

The design agent employed by the Government to prepare the plans was M. 
Rosenblatt & Son of New York City. Letters written by the contractor for in- 
formation, which letters pointed out discrepancies, et cetera, remained un- 
answered and ignored, and on or about December 18, 1952, the contractor was 
compelled to employ Robert W. Hunt Co., an engineering and inspection firm 
of national standing with offices in New York City and Washington, D. C., 
for the purposes of having the New York office of this company check with 
said design agent to attempt to ascertain for contractor when contractor might 


receive copies of 6 plans listed on the design agent’s plan status of December 15, 
1952, which plans involved the entire heating system with its main piping, the 
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steering-gear arrangement and details, the electrical lighting system, plus the 
plan detailing the enormous quantity of nameplates and electric marking tags. 
Contractor had learned from bitter experience that the information on design 
agent’s plan status was in many cases not to be relied upon and inasmuch 
as all of the above drawings were so vital to the construction of the tugs, that 
without the same being immediately forthcoming, contractor would be forced 
to drastically curtail production. 

Now, that was in December of 1952. That was before Fellows & 
Stewart ever raised any question of financing, and they are going 
directly there to a complaint that they had not even received detailed 
plans or working plans on some of the major features of the tug. 

Now, that certainly does not tie in with your statement made here 
just now. 

Mr. Lester Rosensiarr. Pardon / 

Mr. Forsyrnue. That does not tie in with the statement that you did 
not hear from the shipbuilders until they were pressed in their finan- 
cial status, 

Mr. Lester Rosensiarr. I would say this: 1 would not say that we 
heard no complaints from any shipyards during the program until a 
year ago. We heard some complaints, and as regards that specific 
complaint, I think it is one that is entirely uncalled for. 

Mr. Forsyrue. I wanted to get your comment on that. 

Mr. Lester Rosensiatr. The procedure that we were instructed 
to use, that we were told was the proper one for contact between the 
shipyards and ourselves, did not involve the hiring by a shipyard of 
a New York agent. 

Mr. Forsyrue. No. That is correct. 

Mr. Lesrer Rosensiarr. We did not regard any such agent as a 
person whom we had any business to deal with. The shipy ard, in the 
case of Fellows & Stewart, would send its correspondent properly to 
the Supervisor of Shipbuilding, United States Navy, Long Beach, 
who would forward it to the Supervisor of Shipbuilding, New York. 
They would send it to us, and we would send it back via the same track. 
We in every way attempted, and I think we succeeded very, very com- 
pletely, in ‘handling correspondence and plan matters efficiently and 
just as quickly as we could, and I urge everyone to take into account 
the difficulties we had in getting information to put on plans from 
vendors and from all the other people involved. 

Senator Frrcuson. Yes. But I think this morning you told us that 
sometimes it took 6 months to get an approval of a change. Is that 
right ? 

“Mr. Srvurs. Well, 21% months at least for the engine alone. 

Mr. Lester Rosenpiatr. That was mere ly the selection of a piece 
of equipment. 

Senator Frerauson. Yes. That was his designing. But did you 
not say that you had these long delays of getting approval by all these 
agencies ? 

Mr. Lester Rosensiatrr. Yes. But I think we said that—— 

Senator Frrcuson. I thought you used the expression “6 months.” 

Mr. Lester Rosenniatrr. No, not in general. I am quite sure I 
didn’t say that. 

Senator Freravson. Did you have any cases where it was 6 months? 

Mr. Lester Rosensiatr. Well, I can think of an isolated occasion 
where development of a ventilation plan—that was perhaps the one 
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that Fellows & Stewart me ntioned—took many months, perhaps 6 
months, between us and the supervisor s office in New York, due to 
engineering discussion and engineering argument about features of 
the plan. And I think that was an isolated plan. 

Senator Freravson. All right. When was that? 

Mr. Lester Rosenevarr. I will try to get that for you in a minute. 

Mr. Manpett Rosensiarr. May I say something? I think that 
that is a slanderous statement. We don’t do things like not answering 
letters. 

Senator Fercuson. You are talking about this particular man, now. 

Mr. Forsytue. Fellows & Stewart. 

Mr. Manpevt Rosensrarr. I never heard of that. 

Mr. Youne. This particular man, we never met him. We never 
heard of him. He said he was asked by Fellows & Stewart to come 
to our office to find out when he could get certain plans. I gave him 
the information when we thought we could send those plans through. 
After he had left, I consulted with the Navy Office and asked him 
if I did right, because this particular person, we had no knowledge 
of him. I didn’t know whether it was right to do this. And the 
result of that was that we asked Fellows & Stewart, I believe, to 
send us a letter authorizing this man or this Robert Hunt Co., to 
be their agent in giving him this information. We never heard any 
more about it. 

Mr. Lester Rosensiatr. We have in all places attempted, and I 
think succeeded as well as human beings can, in 9934 percent of the 
cases, to comply with all proper requests which reac shed us through 
the proper channels, with the requests originated with the Navy or 
the shipyards. 

Senator Frrcuson. What was this particular case? 

Mr. Lester Rosensvarr. In this case, this was a plan with a long 
delay. It is the ventilation arrangement in detail. It was submitted 
to supervisor of ships, New York, November 16, 1951, with an ad- 
vance copy to the shipyard at that time for information, and it was 
not approved by the supervisor until July 17, 1952. 

During that time it was not neglected. It was the subject of a 
hassle between our ventilation people and the shipyards. 

Senator Frrauson. So it took 8 months to argue that one out ? 

Mr. Lester Rosensiatr. Seven or eight; yes. 

Mr. Frrepianp. That is the extreme example, and a very isolated 
one. 

Mr. Lesrer Rosensiatr. That is the exception that proves the rule. 

Senator Frreuson. But some of these ships were to be delivered 
before that, before you got that settled ? 

Mr. Lester Rosensiatt. Yes, sir. 

Senator Fereuson. How could a contractor go ahead ? 

Mr. Lester Rosensxatt. I would like to point out 

Senator Frreuson. That is the ventilating—— 

Mr. Lester Rosensiatr. Yes. I would like to point out that the 
ventilation is one of the last things to go into the ship. And if a 
shipbuilder were in a position where he had everything done but 
that, it is conceivable that he could have used his best judgment in 
cooperation with the Navy inspection and finished and delivered the 
vessel before the final issue of the plan came out. I say that is only 
conceivable. I don’t know if it could have been done. I don’t know. 
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Mr. Forsyrur. And if a Navy inspector would not allow it, then 
it could not be done? 

Mr. Lester Rosensiatr. That is correct. 

Senator Ferguson. You could not really deliver these ships in April. 
That is when they were to be delivered. 

Mr. Lester Rosensiarr. April 

Mr. Younea. I am pretty sure that we knew that the construction 
schedule was way behind. 

Senator Ferauson. I thought some fellow got in ahead of you and 
built the things before he could make the changes. 

Mr. Manpbe.it Rosensiatr. That was on the 100-foot tug. 

Mr. Lester Rosensiatr. That was on the 100-foot tug. 

Senator Fercuson. That was not on this? 

Mr. Lester Rosensuatr. No, sir. 

Senator Henprickson. Mr. Chairman, while we are talking about 
deliveries, I note that going back to your formal statement again, 
Mr. Rosenblatt, on page 12, in paragraph 5 

Mr. Lester Rosensiatr. I would like to indicate, sir, that this 
letter of March 30, while we would like to include it as a statement, 
was written in reply to a request of Mr. Woodruff’s that we submit 
a memorandum of our conversation which covered the entire subject. 

Senator Henprickson. All right. Call it a letter. Let the record 
show it is a letter.’ 

But you say there in the letter: 








By January 1, 1952, 68 percent of the 100-foot tug plans and 45 percent 
of the 65-foot tug plans had been submitted for approval to the Navy with 
copies to the shipyards for their advance information. 

Now, let me ask this question: When you receive the contract, 
the design from the Navy, were you told then that the first vessels 
were to be delivered to the Navy in April of 1952? 

Mr. Lester Rosensuatr. Sir, when we first received the contracts, 
I do not believe that we were given the construction schedule. But 
shortly thereafter, I am quite sure we were apprised of the construc- 
tion schedule. 

Senator Henprickson. Surely. 

Mr. Lester Rosensiatr. And we were kept apprised of the sched- 
ules as, I believe, they changed practically. As a matter of fact, 
one of the first things we were required to do was to submit and make 
a plan schedule, which was approved by the Navy. 

As I explained yesterday, the schedule first submitted and approved 
was followed by a second schedule in November of 1951 which, in 
effect, gave us 3 months more to submit each of our plans. 

The first schedule was an extremely rigorous one. It was opti- 
mistic. We could not meet it. It was moved back, I might say, not 
only because we could not meet it, but because also of the requirements 
of the shipyards. 

Senator Henprickson. Now, you say “shortly thereafter.” What 
do you mean by “shortly thereafter”? What period of time would 
that be? “Shortly thereafter”? You used the term “shortly there- 
after” in answering my question. When I asked you about—— 

Mr. Lester Rosenpiatr. Oh, shortly thereafter 

Mr. Srutrs. Shortly after you got the contract? 





3 Letter of March 30, 1954, is reproduced on p. 91. 
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Mr. Lester Rosensuatr. I draw on memory only. Does anybody 
here know just how soon after we received the contract we were ad- 
vised of the construction schedule that the yards were supposed to 
meet? I have to draw on memory. 

Senator Henprickson. Was it a week? Two weeks? 

Mr. Lester Rosensiatt. The construction contracts were not placed, 
I think, until June or July. 

Mr. Srurts. June 30. 

Mr. Lester Rosensiatt. I imagine that we received information 
on the construction schedules between a month and 2 months later. 
But I am drawing on vague recollection. 

Mr. Youna. I don’t think we received the schedule of the construc- 
tion of the ships, but what we did receive was the schedule on which 
the material was to be delivered, the centrally procured material was 
to be delivered. 

Mr. Lester Rosensiatr. That is right. We did receive and agree 
upon a schedule which we would attempt to meet for production of 
plans and delivery by vendors of the centrally procured material 
which we purchased. 

Senator Fercuson. Did you keep up on your part—— 

Mr. Lester Rosensiatr. Those were our key dates. 

Senator Fercuson. Did you keep up with the plans and specifica- 
tions? 

Mr. Lester Rosenpiatt. Yes, sit 

As I stated, I believe that we kept up with our schedule, which was 
3 months late, very well. 

Senator Fercuson. How about the first one? 

Mr. Lester Rosenpiatr. As I say, the second schedule was, in effect, 

3-month delay over the first one, because we found it impossible to 
meet the first schedule. 

Senator Ferauson. Allright. Then you were delayed for 3 months. 

Mr. Lester Roseneiatr. Yes. I mean. we found it impossible, due 
to all the conditions that existed in our office and surrounding, to keep 
the first schedule. 

Senator Henprickson. Let us go back, then, to the 45 percent of the 
65-foot tug plans. With no more than 45 percent of these plans sub- 
mitted by January 1, 1952, do you think that the delivery schedule 
was realistic? That is, the delivery schedule for April? 

Mr. Lester Rosensiatr. Well, of course, I don’t exactly know at 
this moment what the delivery schedule was, but I will admit that if 
the shipyards were supposed to deliver completed vessels late in 
1952 

Mr. Forsytur. April 1952 

Senator Henprickson. April. 

Mr. Lester Rosensiatr. April 1952. They would certainly have a 
difficult task in so doing, if not sok if they had 45 percent of 
the plans at the beginning of January 1952. 

Mr. Stuurs. They did not have them, then, incidentally. You sub- 
mitted them. 

Mr. Lester Rosensiatr. They were submitted. That is right. 
That indicates further delay. 

Mr. Stuuts. I wonder, Mr. Chairman, if you would ask Mr. Rosen- 
blatt to furnish for our record the plan status reports. TI think they 
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were submitted to the shipyards, were they not, periodically, from the 
beginning of the contract ? 

Mr. Lester Rosensiatr. Yes. Do we have copies of all? 

Mr. Frrepuanp. I would have to mail those in. 

Mr. Sruuts. That will be fine. 

Senator Frreuson. Very well; let that be done. 

Mr. Sruurs. Would that plan status show whether you had sub- 
mitted it to the superintendent of ships in New York or whether it 
had come back from him, or that lag there, too? 

Mr. Friepianp. I will send the plan status reports together with 
the forwarding letters. I am afraid that because of the mechanical 
problems, they will not be complete. That is, we may skip two or three 
because they were prepared on Hectomasters. We turned them out 
twice a month. For example, we would make 1 for April 1. We 
would then use the same Hectomasters and modify it for, say April 
15 and May 1. So there would be no available Hectomaster for the 
first one. But we will search our files and we will send as complete a 
file as we can.* 

Senator Fereuson. Now, you finally froze this in 1953, did you not, 
July—this plan? 

Mr. Lester Rosensiatr. The Navy did, sir; yes, sir. 

Senator Frreuson. The Navy did. Why could it not have been 
frozen, with all the experience in previous years, before they let this 
contract ¢ 

Mr. Lester Rosensiatr. Before they let the contract ? 

Senator Frreuson. Yes. I do not understand that yet. 

Mr. Lester Rosensiatr. The detailed working plans— 

Senator Fercuson. Here is a Navy that has been building ships for 
150 years. 

Mr. Lester Rosensxatr. I think the Navy will explain that. 

Senator Frreuson. You finally got them to freeze this plan at 
July of 1953. 

Mr. Lester Rosensuatr. I daresay the Navy could have sent out 
plans of vessels that they had built previously to shipyards, if such 
vessels had been wanted. But I presume that new and diffiecent ves- 
sels of different characteristics were desired. 

Senator Frreuson. Is this a different vessel ? 

Mr. Lester Rosenewatr. Yes, sir, it is. I don’t know of another 
vessel just like this one. 

Senator Frrauson. Do you think there will every be another one 
like it? [Laughter. ] 

Mr. Lester Rosensiatr. There may be. If more vessels of this 
type are needed, there may be. You are asking me to presume on fu- 
ture world conditions. 

Senator Frreuson. Is this the plan now that you would adopt as 
a standard, the one they froze? 

Mr. Lester Rosensuiarr. If similar vessels are required for similar 
service, I think so; yes, sir. 

Senator Frereuson. I am just informed that it has been unfrozen; 
they do not want it now. 

Mr. Srutrs. You have been issued change orders since the July 3 
schedule? 





*The report furnished by Mr. Rosenblatt retained in committee files. 
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Mr. Lester Rosensiatr. Yes, on specific authorization of the Bu- 
reau of Ships 

Senator Ferguson. Yes. The Government is making these changes. 
I realize that. 

Mr. Lester Rosensuarr. Yes. 

Senator Frrcuson. You do not just do the changing. But now we 
find it is not frozen. 

Mr. Lester Rosensiatr. Sir—— 

Senator Frercuson. So they have not arrived yet at a standard de- 
sign for a tugboat. 

Mr. Lester Rosensxatr. I would like to get back to the construction 
and purchase of a house. Some of these vessels are delievered and go 
en trial trips, and just as the wife looks at the kitchen and says, Sy 
want the cabinets moved,” the people manning the boats see an im- 
provement—— 

Senator Ferguson. You mean to say that a pilot in one of these 
tugboats, or a workman, can go to the Navy and get these changes 
made, just because he is like a housewife that doesn’t like this or that 
in the house? 

Mr. Lester Rosensiatr. No. I don’t mean that at all. 

Mr. Friedland, would you explain how on a trial, many of which 
you have attended, there is a trial board meeting and changes are 
authorized / 

Senator Hrenprickson. Before he does that, you mentioned in your 
formal statement the change of steel to bronze shaft. Do you re- 
member / 

Mr. Lester Rosensuiatr. Yes, sir. 

Senator Henprickson. And the change of the pitch of the propeller. 
When was that discovered? When was that need discovered ? 

Mr. Lesrer Rosensuiarr. By the way, that change was experimental 
only, I think my letter indicates, and as of this time, it has, I believe, 
been limited to one vessel. 

Senator Henprickson. It is experimental. 

Mr. Lesrer Rosensiarr. And I believe, now—this is something 
that we have not been officially informed of—I believe that after one 
or more of the vessels were delivered to the Army, it was determined 
that the minimum operating speed was too high. It was considered 
objectionable at that time. 

Senator Henprickson. That is not quite like the wife asking to have 
the sink changed ? 

Mr. Lester Rosensiatr. You pre it may be more important? 
It may be more important, yes. I don’t believe that any of these 
instances of the thaw of the freeze are for capricious or foolish rea- 
sons. I didn’t mean to imply that. 

Mr. Forsyrue. Who determined that this change or experiment 
should take place ? 

Mr. Lester Rosrensxatr. I really do not know. I mean, we have 
had nothing to do with it. 

Senator Frercuson. Go ahead. 

Senator Henprickson. Go ahead, Mr. Forsythe. 

Mr. Forsytue. I have just one more question here. 

You did not call attention to this defic’ iency in the minimum speed 
that required this experiment, did you? 

Mr. Lester Rosensiatt. No, sir; we did not draw attention to it. 
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Mr. Youne. That condition was not specified. As you mentioned, 
no minimum speed was specified. 

Mr. Lester Rosensiatr. No minimum speed was specified. When 
the torsional vibration calculations indicated that at the vessel’s mini- 
mum speed there would be relatively severe stresses in the shaft, it was 
decided in our office, and possibly—I need confirmation of this—be- 
tween our office and the supervisor’s office, that the problem could be 
avoided by simply not running the engines at that slowest speed, and 
running the engines at a slightly higher speed. 

Mr. Forsyrue. In other words, what you are saying is that a 6-knot 
minimum speed is not a normal minimum speed for such a tug? 

Mr. Lester Rosensuarr. Remember that that is a free-running 
speed. Now, we are indulging in hindsight, too. We would like to 
see the vessel capable of running free at a slower speed, but it also— 
hindsight, too, looking at it—seems to us that when one takes a geared 
diesel drive with a solid propeller, one must accept the disadvantage 
of not being able to run the boat slowly, as one can if one uses an 
adjustable pitch propeller or a steam plant or diesel-electric plant. 

Mr. Forsytue. But don’t we have enough tugs in commercial prac- 
tice, and doesn’t the Army have enough tugs, and the Navy, to know 
that a 6-knot minimum speed is not what they want, or what they 
should have? Is that something new that has just come up? 

Mr. Lester Rosensuatt. I think that you will have to ask the Army 
or the Navy. 

Senator Frrauson. Don’t they seek your advice—— 

Mr. Lester Rosensuatt. Yes, sir. 

As I stated, when we see something in the contract plans and specifi- 
cations or anything develop on the vessel that seems absolutely wrong 
to us, we would have no hesitation in drawing it to the attention of the 
supervisor. Now, in this case—— 

Senator Fereuson. If you thought they were in error. But don’t 
they come first 

Mr. Lester Rosensuatr. I beg your pardon? 

Senator Fereuson. If you thought you were incorrect or they were 
incorrect, or inerror. But don’t they come first and seek your advice? 
In other words, who is responsible—were you responsible for designing 
for 1 of these tugboats a water cooler that was suitable, instead of for 6, 
the number of people that would be on it, for 200? 

Mr. Lester Rosensuatt. No, sir. 

But I don’t believe it has been established that that water cooler is 
sufficient to serve 200 people. 

Senator Frercuson. I see. 

Mr. Lester Rosensxatt. I don’t believe it is—— 

Senator Frreuson. That apparently now is in dispute. 

Mr. Lester Rosensuiatr. I don’t think it would do for 200 people. 

Mr. Frrepianp. Frankly, it would be rather difficult to get a small 
water cooler. 

Senator Frrcuson. It would? 

Mr. Frrepianp. I think so. 

Mr. Lester Rosensiatr. We understand that our customer, the 
Navy, wants us to bring to their attention anything seemingly wrong, 
and we have no hesitation to do it. 

Senator Frrauson. What did you tell them in this case, if you 
remember what was wrong? 
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Mr. Lester Rosensiarr. With the minimum speed of the vessel 

Senator Fercuson. Anything. 

Mr. Lester Rosensiatr. As T said before, sir—— 

Senator Fercuson. Have you got the list of things that you told the 
Navy were wrong? Would you be able to send in the list of the items 
vou told the Navy that they were wrone on 
Mr. Li STER RoseENBLATY. No: l would not be able to send that in to 
you, sir. I would Say this: That the thines that we saw wrong in 
that vessel, as I believe were stated yesterday, were all very minor, 
nothing basic. The basic design, which was furnished to us by the 
Navy and which I believe came to the Navy from the Army, and 
which the Navy got from another naval architect, did not, In our 
opinion, contain any major errors, mistakes, or deficiencies. The type 
of boat, in our opinion, was and is a good one. 

Mr. Sruurs. So 800 revisions were all j just on minor things, perh: aps 
so minor you could have frozen at revision C rather than revision R? 
Is that a fair statement ? 

Mr. Lester ROsENBL, irr. That is hard to say. I am speaking now 
of basic concepts of the ship. We don’t think that the galley is three 
times too large or half as large as it should be. We don’t think that 
the boats are wrong in any way. 

Mr. Sruuts. The galley was changed four times, was it not? 

Mr. Lester Rosensiarr. The basic arrangement of the galley stayed 
the same always, I believe. 

Senator Frrevson. Well, basic. But what did you make the four 
changes for, then, in the galley ? 

Mr. Frrepianp. I would like to be enlightened on the four changes 
that were made on the galley. , 

Mr. Sruvrs. That was just one of the things that is relatively minor, 
but one of the revisions that went up to “R.” Tt seems to me that if 
you were pretty well convinced that this was essentially a good boat. 
there would no be much necessity for revising this up to this extent. 

Mr. Lesrer Rosenstarr. T think we here get into a big subject which 
I think the committee is interested in—changes, revisions, and such. 
Am I correct ? 

Senator Frrevson. I think we are, because that is why I have been 
asking so manv questions here. 

Mr. Lester Rosenstatrr. Yes. Yesterday, I avoided an answer be- 
cause I knew it would ft ake : a period of time direc tly on the problem. 

Mr. Friedland, would you prepare—I have lost 

Mr. Forsyrur. I want to ask one question before you get off into 
that. This comes from Senator Ferguson’s last question. He asked 
you as a design agent if vou did not call attention to the defects to 
the Navy, and you said something like, “Not unless it was requested.’ 
Now, in our courts of law we admit as evidence sometimes things that 
are customary in the ordinary business practice. 

Mr. Lester Rosensiarr. But. Mr. Forsythe, I don’t believe I said 
that. 

Mr. Forsyrnr. All right. Let me ask you this question before you 
answer It. 

Isn’t it customary, as design agent, in your everyday business, to 
advise any contracting party, whether it be Gover nment or private, 
of deficiencies that you notice? 

Mr. Lester Rosenpiatr. Yes, sir: it is. 
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Mr. Forsyruer. In specifications, or plans that you receive, and as 
you go along? 

Mr. Lester Rosensiarr. Yes, sir; it is. 

Mr. Forsyrue. With your drawings. 

Now, did you do that in this case? 

Mr. Lester Rosensuarr. Yes, sir; we did. 

Mr. Forsyruer. And you said that you could not provide the num- 
ber of times that you did that ? 

Mr. Lester Rosensiarr. No; because I would say that there were 
many times when we discussed small details with the supervisor of 
shipbuilding in connection with the approval of a plan, but I do not 
believe there was any time that we advised the Navy of something that 
we thought was a major deficiency in the vessel’s design. 

Mr. Forsyrur. Even the minimum speed? That did not come in? 

Mr. Youna. No; wait a minute. 

The propeller was one of the contract plans which was used in the 
vessel without any change. Now, in one case—I am trying to recall 
from my memory—I know in the 100-foot boat that propeller was 
designed for 1,150 horsepower, almost the full power of the engine, 
and when we reproduced that contract plan, I submitted that to the 
Navy office with the comment pointing out that the propeller was de- 
signed for full power of he engine, which was all right for the free 
running of the boat, but in towing—it was my opinion that it was 
not suitable for towing. That was one case where they didn’t accept 
my suggestion, and the propeller was used just as it was designed 
originally, in the contract plans. 

Senator Frrcuson. Then later did they discover—— 

Mr. Youna. I haven’t heard any more about that on the 100-foot 
vessels. 

Now, on the 65-foot vessels, that propeller was designed for 500 
horsepower, while the engine was good for 600. And I am not sure 
whether I commented on that or not. But there wasn’t any question 
at that time about the minimum speed. It was just the question of 
whether the propeller was suitable for towing and for free running. 
Usually a towboat is designed for a towing condition. 

Mr. Forsyrue. When did this minimum speed come up? 

Mr. Youne. That came up after the first vessel was delivered, and 
it was operated for several months by the Army Transportation Corps, 
I presume. 

Mr. Forsytue. And what did they notice? 

Mr. Youne. They noticed that the minimum speed was not very 
suitable for the vessel. They were moving things around, pushing 
things, towing things, and in close maneuvering. It means that 6 
knots is a pretty fast speed. 

Mr. Forsytue. All right. Now, that was Olson’s boat, that first 
one? 

Mr. Youne. That is right. 

Mr. Forsytue. Now, Oliver has completed about 13, I think the fig- 
ures were, that have been delivered. Do they all have the same 
deficiencies? 

Mr. Youna. They all have the same propeller. 

Senator Frerauson. The same prom te and the same speed defect ? 

Mr. Youna. That is right. 
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Senator Frercuson. Now we are going to find that these ships are 
going to have to go In for modification. 

Mr. Youne. All these propellers in the meantime had been pro- 
cured, 

Mr. Lesrer Rosenevarr. It is not certain, sir: that the minimum 
speed of these vessels—it is oe able whether they all have to be 
modified. It is a matter again of operating experience, engineering 
opinion, and such. 

Senator Frercuson. What is your opinion 4 

Mr. Forsyrue. Do you think they will have to go in for modifica- 
tion ¢ 

Mr. Lester Rosensiarr. I would say that at this moment I do not 
have a definite opinion on that. I would like to give that more thought 
before coming to such a conclusion. 

Mr. lorsyrue. Now, let me ask you this. Oliver is in the process 
of completing some more, and so is Fellows & Stewart, and you say 
that this experiment on the speed still is going on. Let us assume that 
Oliver completes his contract, and F ellows & Stewart complete theirs, 
and we have more tugs, do we not, with the same situation that exists ? 

Mr. Lesrer Rosrensuarr. Yes, sir. 

Mr. Friepianp. I think it should be pointed out that the relation- 
ship bet ween the torsional vibration stresses in the shaft and the mini- 
mum speed are not as serious as they might at first seem, because al- 
though a critical speed was discove red near the lower revolutions per 
minute of the engine, this critical is not much greater than the mini- 
mum revolutions per minute that that engine can run at. 

Mr. Forsyrue. That is all right, but—— 

Mr. Frieptanp. This is one of the inherent features of a geared 
liesel drive. 

Mr Forsyrne. The thing that we are getting at is that some 
captain has obviously brought this to the attention of somebody, and 
he does not like it. 

Mr. Lester Rosensiatr. The thing Mr. Friedland is pointing out to 
you is that what improvement may be achieved through any changes 
uch as those being experimented with will cause a reduction in this 
minimum speed of only a small amount, and that a relatively high 
minimum speed, perhaps not as high as the 6 knots, but perhaps as 
high as 5 knots. is inherent in a boat with this engine of this type. 
In other words, in a reduction aloes diesel engine instead of a diesel 
electric—— 

Senator Fereuson. What would it cost, in your opinion, to modify 
this now and make it satisfactory ? 

Mr. Lesrer Rosensiarr. I don’t know what method of modification 
would be used. There are several methods on that that could be used, 
and I hesitate to hazard a euess. 

Senator Fereuson. You could not even guess? 

Mr. Lesrer Rosensuatr. I could guess, but it would be an almost 
worthless guess. There are several methods that could be used. The 
method that we understand is being experimented with is one. 

Senator Henpricxson. A bronze propeller shaft ? 

Mr. Lesrer Rosensiarr. A bronze shaft, and a propeller with 
slightly lower pitch. An adjustable-pitch propeller might be another 
method that would involve other complications. 
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Mr. Struurs. Did the General Motors engine have also that same 
minimum revolutions per minute that you are talking about as the 
Atlas? Was this taken into account ? 

Mr. Lester Rosensiatr. Sir, I think you would have just about the 
Same situation. 

Mr. Youna. The General Motors engine was a one-way turning 
engine that had a clutch and, of course, they could move the clutch in 
and out when they wanted to run slow. 

Mr. Lester Rosensiarr. More easily. 

Mr. Youna. It would be more easily maneuvered. 

Mr. Sruurs. So this also should be taken into account when you 
figured out whether you were saving a million and a half dollars by 
changing into the Atlas? 

Mr. Youne. That is right. 

Mr. Forsyrue. Was this taken into account ? 

Senator Frreuson. Do you think it would cost a million and a half 
to correct it on all the ships? 

Mr. Lesrer Rosensiatr. Well, let me think. One hundred ships— 

Mr. Sruvrs. That would be $15,000 a ship. 

Mr. Lester Rosensvart. [ think it could. That is not a detailed 
estimate, sir. That is not even a “guesstimate.” That is a guess, 

Mr. Srutrs. One question. The staff of the committee in checking 
over this has been rather surprised to find out that your estimates used 
on centrally procured materials ran roughly $114,000. That figure 
was used by the Navy in all of its communications with this com- 
mittee for a period of about 10 months up until as late as April 28, 
1954. It was only by chance that we happened upon the fact that 
centrally procured has averaged about $75,000. Is 3314 percent pretty 
much of a surprise on these items, which I assume any central pro- 
curing agent would have been buying for years and years? 

We recognize, let me say at the outset, that you were off $15,000 
because of your change in engine. 

Mr. Lester Rosensiatr. It was really about $25,000, I think. 

Mr. Stutts. So we shift from roughly $114,000 to below $100,000, 
to $76,000. 

Mr. Youne. I think I can explain that. 

Mr. Lester Rosensiatr. All right. Go ahead. 

Mr. Youna. The estimate that you have there, we got very early 
in the program. As a matter of fact, before shipyards, I believe, 
received contracts, because that list was dated in June. 

Mr. Lester Rosensiatr. Yes. I believe we got out that list within 
5 or 4 weeks after the start of our contract. 

Mr. Youne. Now, the figures of the various items in the first place 
were based only on 10 ships, as I recall, and also in order to get them 
in a hurry, we told each particular bidder that it was only for estimat- 
ing purposes; it was not to be a firm bid. Also, in making up that 
list, we didn’t take the lowest bidder in every case. We took what 
we thought was an average for what might be selected, and also in 
that, we included freight charges and also spare parts. It was a 
high figure. We realized that. 

But it might have been even higher. 

Mr. Srutrs. When was the Navy informed that instead of $114,000 
it was going to cost them roughly $75,000 ? 
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Mr. Lester Rosensiatrr. The Navy was not informed with the state- 
ment that it won’t run $114,000; it will run $76,000. The Navy was 


informed by the statement that our purchase orders, all of which 
were signed in our office and ap yproved and signed by the supervisor 
naturally passed through the supervisor’s office, and I presume the 


Navy, having all the purchase cost figures, would add them up.° 

Mr. Srurrs. On the other hand, you were the only people dealing 
with all of them and these items alone, so to speak, on this program, 
whereas it would be thrown into a tremendous pool, a comptroller 
pool, in the Navy ? 

Mr. Lester Rosensiarr. After we purchased these items, we found 
that in general we were purchasing the items for a good deal less 
than the average price of the item which had been used in preparing 
the $114,000 rough preliminary estimate. We realized that things 
were being bought at low prices. We thought that was good and 
were happy, and that is where we let it stop. If somebody had said, 
“How much is the entire sum for the purchase of the centrally pro- 
cured items,” we would have been very glad to add it up. 

Senator Frrcuson. I think, then, we are through with you. 

Senator Henprickson. I would like to ask one more question, Mr. 
Chairman. 

Senator Frereuson. All right. 

Senator Henprickson. I cannot reconcile your figures with the 
Navy figures. In your former statement, you referred to the 65-foot 
craft as being basically quarter of a million dollar vessels. 

Mr Lester Rosensiatr. Yes. That is our rough estimate of what 
such a ship cost. 

Senator Henprickson. How do you reconcile that with $102,000 to 

$125,000 value placed on them by the Navy? 

Mr. Lesrer Rosensiatt. I don’t know that the Navy placed such 
a value on the vessels. I think the figures you are speaking of have 
excluded centrally procured material, for one thing. I am almost 
positive that this figure of $100,000 to $125,000 per ship must exclude 
the cost of centrally procured material which we originally estimated 
at $114,000, which now turns out $76,000. 

Senator Henpricxson. That is probably the answer. Thank you 
very much. 

Mr. Lester Rosensiatr. You are very welcome. 

Mr. Forsyrue. Mr. Rosenblatt, I have one more question here. 
That is on these — of delay of plans and working plans. 

On January 28, in San Diego, I think you attended a meeting with 
re presentatives _ the Navy and the National Steel & Shipbuilding 
Corp.; is that correct. You or Mr. Friedland did? 

Mr Lester Rosensiatr. Yes, sir. 

Mr. Frrepianp. That is right. 

Mr Forsytur. Now, a record was made of that particular meeting. 
In going through that—this was on the 100-foot tug program—the 
same criticism was made there, that they were not getting plans to 
work with, that there was delay, and that there were numerous 


changes. ; 
Now, would you like to make any comment on that? That is the 


same pattern that we are getting here. 


5 See appendix 6, p. 240, estimated and final cost of centrally procured items. 
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Mr. Lester Rosensiarr. Yes, sir. I said that I believe—and I 
think it is in there, in that report—that I believed that National 
Steel & Shipbuilding’s attitude on what the plans consist of or should 
consist of is entirely unrealistic. 

Mr. Forsyrur. Unrealistic? 

Mr. Lester Rosensiatr. Absolutely. 

Mr. Youne. How about the other shipyards in that same program ¢ 
They have not complained. 

Mr. Lesrer Rosensiatr. That happens to be the same 100-foot tug 
that Avondale completed delivery of 29 vessels on. 

Mr. Youne. That was the second flight. 

Mr. Lester Rosensiatr. The second flight, but the same ship basic- 
ally. 

Mr. Forsyrue. How about Higgins & Matton? They got into 
trouble on this 100-foot program, too. 

Mr. Lester Rosensiarr. I am speaking of Avondale’s 29. 

Mr. Forsyrne. No. Matton. Matton is another shipyard, is he 
not ¢ 

Mr. Lester Rosensiatr. Yes, sit 

Mr. Forsyrue. And Higgins. They were in on this 100-foot ship 
program. 

Mr. Lester Rosensuiatr. Yes, they are. 

Mr. Forsyruer. And they also said that they had difficulty. 

Mr. Lester Rosensiatr. It is not very unusual for shipbuilders to 
complain about plans. In fact, Admiral Sylvester told me about a 
year ago that the only complaint he had never heard was a shipbuilder 
complaining about a set of perfect plans from a naval architect. He 
said that is one accusation that he has never heard. 

Mr. Forsyrue. I grant that. But I did want to get you on record, 
because we have had the same complaint on two programs here, and 
I want you to have a chance to explain it.® 

Mr. Lester Rosensiarr. Yes, sir. I say that in our opinion, the 
plans that some of the shipyards have complained about are quite 
good. They are not perfect. We haven’t made a perfect set yet. 
And neither we nor any other naval architects will. They are good 
plans. They have been well done. 

They are reasonably complete, reasonably detailed. We simply 
do not believe that such criticisms, when made, are justified. 

Mr. Forsyrue. Not at all justified ? 

Mr. Lester Rosensiatr. That is right. We do not believe they are 
at all justified. 

Mr. Forsyrne. You would say that 100 percent of these shipbuilders 
‘e not justified in raising any objection to the delays—— 

Mr. Lester Rosensiatr. To the quality of the planning work. 

Mr. Forsyrue. Well, what about the delays? 

Mr. Lester Rosensuarr. I would say this—— 

Mr. Forsyrue. Are they justified at all there? 

Mr. Lester Rosensiatr. Yes, they are justified, in that we did not 
adhere to our original plan schedule. It was a very rigorous one. 
It was perhaps an optomistic one. Due to the situation in which we 
found the supply of personnel, it was beyond our ability to meet the 
plan schedule on the 65-foot tug, particularly. 


~ 


a 





®See appendixes 8 and 9, p. 250, for correspondence from Andrew Higgins, Jr., and 
Ralph E. Matton. 
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Much of this situation was beyond our control. It depended upon 
information from vendors and approvals of various agencies. We 
did the best that we believe anybody could have under those circum- 
stances. We believe we did a better than average job. 

Senator Frrauson. We will recess until 2:30 this afternoon. We 
will hear from the Navy then. 

(Whereupon, at 12: 15 p. m., the subeommittee recessed to reconvene 
ut 2:30 p.m., the same day.) 


AFTERNOON SESSION 


Senator Ferauson. The conmittee will come to order. 

Admiral Manseau, you are Acting Chief of the Bureau of Ships. 
Will you gentlemen be sworn / 

Admiral Mansrav. I would like to swear all of the Navy witnesses. 

Senator Frravson. All of the witnesses will rise and be sworn. 

Mr. Sruurs. And the Army colonel (Col. James Glore). may we 
have him / 

Senator Frereuson. You do solemnly swear, each of you, that you 
will tell the truth, the whole truth, and nothing but the truth, so help 
you God ? 

Thank you gentlemen. 

You gentlemen have been in the room listening to this testimony, 
and we are anxious to get your version and your side. Do you have 
2 written statement or do you want to make an oral statement / 

Admiral Mansrav. We have a general statement which we would 
like to read from the Bureau of Ships as a whole and then I have some 
key supporting witnesses with me who will deal with their specialities. 

Senator Frerauson. You may proceed. 


TESTIMONY OF REAR ADM. B. E. MANSEAU, ACTING CHIEF, 
BUREAU OF SHIPS; CAPT. L. V. HONSINGER, DIRECTOR OF SHIP 
TECHNICAL DIVISION; CAPT. M. G. VANGELI, DIRECTOR OF CON- 
TRACTS; J. G. MILLIKEN, CONTRACT NEGOTIATOR; J. C. MARLEY, 
SENIOR NEGOTIATOR; A. H. STEIN, LEGAL COUNSEL, DEPART- 
MENT OF THE NAVY 


Admiral Mansrau. Mr. Chairman and members of the committee, 
I have come here today, at your invitation, to discuss the Navy's 65- 
foot tug program. 

The contracts comprising this program were awarded several years 
ago, and it is necessary, in order to understand the events of today, 
to recall the position we were in at that time. 

As you know, there has been a considerable delay in the delivery of 
these 87 tugs to the Army and other requiring agencies. Two of the 
original five contractors have ceased operations. A third is making 
little or no progress. The uncompleted work on their contracts is 
being or is expected to be performed by other firms. The ultimate cost 
of the program will, undoubtedly, exceed initial Navy estimates. 

It is not my intention to minimize this situation. Nor do I wish 
to deny any responsibility for it. I frankly acknowledge that the 
Bureau of Ships has been a party to some of the delays and addi- 
tional costs incurred in building these tugs. In the light of subse- 
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quent events, it is apparent that the Bureau made some substantial- 
although honest—mistakes of judgment. I believe, however, that 
the extent to which the Government’s actions have caused financial 
loss to the contractors, has been exaggerated. 

The first contracts for these tugs were awarded in the summer of 
1951. As you will recall, our country at that time was deeply involved 
in Korea, and was hastily rearming for what might have developed 
into a global war. Military procurements were being handled on an 
emergency basis. During this period, the Bureau of ‘Ships was plac- 
ing, on an average, about 2 5 shipbuilding contracts per month. There 
was an atmosphe re of extreme urgency. 

At the same time, the three milit: ry services had just initiated the 
system of single-department procurement in order to obtain greater 
efficiency and economy in military purchasing. The Chief of the 
Bureau of Ships, as Coordinator of Shipbuilding, was assigned the 
responsibility for procurement of ships and other watercraft for the 
entire Department of Defense. 

The 65-foot tugs were 1 of the Army’s first ship requirements under 
the new system. The Chief of Army Transportation supplied the 

sureau with specifications and contract plans. A prototype tug was 
being built from these plans in 1950-51. Since that time, however, 
there had been some changes in requirements and some improvements 
in characteristics. 

Possibly, it would have been a good precaution to build a new proto- 
type before starting mass production, thus limiting most of the work- 
ing plan changes to a single vessel. As I recall, this suggestion was 
made by John H. Wells, a marine architect and Bureau contractor, 
only last year for the 65-foot passenger-cargo vessels. In any event, a 
more thorough job of scrutinizing plans and coordinating obviously 
needed corrections before proceeding with the procurement phase 
would have permitted a more orderly program. 

It is now evident that there was time to take some of these measures. 
The 65-foot tug program had a relatively low priority. However, as 
I have said previously, a sense of oxiveme. urgency governed all of 
our military procurement in 1951. The Navy’s own shipbuilding 
program was close to $2 billion, several times our current program. 
The rapid placement of contracts appeared to be essential. Even the 
65-foot tugs might well have been needed by our sister services more 
quickly than it developed. 

The Bureau engaged a New York firm, M. Rosenblatt & Son, as 
central design and procurement agent. This firm was considered to 
be experienced and proficient in tug design and, moreover, had an 
adequate staff of hard-to-find engineers and draftsmen. Centralized 
procurement, a procedure which had proved useful in multiple ship 
programs during World War II, was adopted to save time, to provide 
standardization of machinery for all of the tugs in the program, and to 
per mit the economies of quantity purchasing. 

The employment of central design agents was virtually a necessity 
during World War ITI to obtain large-se ‘ale ship production of uniform 
design. In addition, most yards, like those now building 65-foot tugs, 
did not maintain complete design staffs. The chief disadvantage of 
centralized design i is the need for greater coordination, with 3 parties 
instead of 2, involved in the perform: ince of each contract, of us the 
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fact that ultimate plan responsibility is vested in the Government 
rather than in the shipyard. 

In awarding the tug contracts, the Bureau desired especially to 
broaden the mobilization base of procurement, because there were even 
fewer operating private yards in 1951 than today. However, many of 
these active yards, despite highly successful records of achievement 
during the last war, were operating on a shoestring in 1951 and were 
definitely a calculated risk as Government contractors. It was de- 
cided to encourage these marginal yards to participate in our pro- 
crams for small-vessel construction, because the large integrated yards, 
it was believed, would be fully occupied with combatant and other 
major ships. 

Another important objective of the Bureau was to assist small- 
business firms, whose contribution to defense is essential, especially in 
times of mobilization. Needless to say, the Bureau also desired to 
obtain prices which would be advantageous to the Government. 

I wish to point out here that the Bureau of Ships, in its contracting, 
consistently endeavors to reach agreements which are fair to both the 
contractors and the Government. Ifa proposal is so low in price as to 
suggest a mistake or misinterpretation of the requirements, the Bureau 
will ask the bidder to confirm or withdraw his proposal. 

It was against this background that quotations on the first flight of 
65-foot tugs were invited. Competition was especially keen. The 
successful bidders were small-business firms. However, their quota- 
tions, while low, were reasonably related to those of other bidders, and 
to the Bureau’s original estimates. There was no reason to doubt that 
the work could be performed within the prices quoted, and at a profit. 

There was, however, some doubt as to the management, experience, 
and especially the financial competence of some of the firms. Their 
operating capital was small in comparison to the size of the job to be 
done. Nonetheless, they were able to satisfy the Bureau’s require- 
ments by offering proof of adequate bank credit, by posting a per- 
formance bond, or by other means. Progress payments, based on 
percentage of completiton of performance, were agreed to by the 
Bureau. 

Some of the contractors, as it developed later, did not have all of the 
requisite facilities or skills. All of them, of course, shared a common 
handicap. ra had had no recent experience in building ships or 
craft for the Government. 

In my opinion, the Bureau of Ships was at fault in not inquiring 
more thoroughly into the current capabilities of some of these firms. 
In 1951, however, we had not adopted our present practice of making 
“n on-site survey just prior to each award. The Bureau’s files showed 
a creditable record of accomplishment for each prospective contractor. 
I wish to point out, moreover, that under military procurement regu- 
lations, a low, conforming bid cannot be rejected except for sound, com- 
pelling reasons. In this tug program, no such reasons were apparent. 
On the contrary, there seemed to be ample justification for giving these 
small-business firms the benefit of any doubt. We were anxious to 
help them. 

Subsequently, in late 1951 and early 1952, the Bureau made addi- 
tional awards for 65-foot tugs. These new awards were also made to 
small-business firms. In some cases, it was found most economical to 
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add more tugs onto the delivery schedules of existing contracts, at 
lower unit prices. I want to say here that I believe the Bureau erred 
in contracting with several small firms for sizable additional quan- 
tities of tugs without having greater assurance of their ability to bail l 
tugs already under contract. 

All of the shipbuilders received preliminary plans and plan lists 
early in their building schedules. However, unforeseen difficulties 
developed in the preparation of working plans from the original 
design plans furnished to the Bureau. For example, certain compo- 
nents purchased on a competitive basis by the central procurement 
agent were found to differ in physical dimensions from those visualized 
in preparation of the original contract plans. Substantial plan re- 
arrangements by the design agent were required. The substitution of 
Atlas for General Motors engines, for instance, cause major plan 
changes in the engine room and piping layouts. 

The Atlas engine, on a competitive basis, had proved to be about 
$15,000 cheaper than the General Motors engine, and would meet 
Army requirements. It seemed desirable to effect this substitution. 
However, the Bureau underestimated the extra work on plans and 
the delay to builders which resulted. 

Other savings in centrally procured items reduced the estimated 
amount in each contract by about $40,000 per vessel. However, there 
were other plan changes which also proved to be costly in time and 
money. It is prob: able that they h: site ‘apped some of the builders in 
their efforts to complete the tugs on schedule. 

There was a delay of several months in transmitting the working 
plans to the builders. Certain errors and omissions were discovered 
jJater in the plans. Other changes were caused by the necessity for 
United States Coast Guard and American Bureau of Shipping cer- 
tificates. These certificates were essential because the tugs were to 
be operated by civilian crews. While there was little overlapping 
of inspections by these authorities, minor conflicts and delays arose 
from time to time with regard to requirements imposed by these 
agencies as well as by the Army, Navy, Air Force, and Public Health 
Service. 

Basically, the 65-foot tugs are of military design, but conform 
to commercial standards, insofar as practic able. Special character- 
istics are essential to meet the Army’s operational requirements in 
foreign ports. The more elaborate living arrangements, for example, 
are necessary in order to accommodate not only the crew, but steve- 
dores and transient Army personnel, in combat areas. The 65-foot 
tug will also serve as a salvage boat. In such a vessel of improved 
design, revisions in plans during construction were inherent and 
unavoidable. 

Some of these plan changes were mandatory, others were merely 
termed desirable and could be adopted at the builder’s option. Some 
of the changes resulted in increased cost to the builders. The Bureau 
has exerted every effort to effect mutually satisfactory contract adjust- 
ments for all such changes. Asa means of e xpediting adjustments of 
this kind, the Bureau authorized its supervisors of shipbuilding to 
adjudicate changes in the field. The Bureau is also striving to adjust 
delay claims arising from late receipt of plans. This kind of settle- 
ment is more difficult because some builders are inclined, inadver- 
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tently perhaps, to merge losses resulting from the Government’s delay 
with losses attributable to poor management or to mistakes of judg- 
ment on their part. Delays in settlement often have resulted from 
the submission of inadequately supported claims. 

At this point, I would like to quote from an instruction issued on 
January 25, 1954, by the Chief of the Bureau of Ships, with special 
reference to adjustments on account of change orders. 

If the committee has no objection I would lke to have the entire 
nstruction included in the record. 

Senator Frreuson. It will be included in the record at the end of 
your remarks.’ 
~ Admiral Manseav. I quote from the letter : 


Purpose: The purpose of this instruction is to call the attention of the 


addresses to some problems which have arisen in connection with the administra- 
tion of vessel construction and conversion contracts in order to make certain 
that there is a common understanding of such problems among interested activ- 
ities of the Bureau of Ships, and where necessary, to improve our procedures for 
handling such problems. 


2. Background: A number of our small shipbuilding contractors are experi- 
encing financial difficulties in performing their contracts. Many factors have 
contributed to these difficulties, some of which are the responsibility of the 
contractor and some of which are the responsibility of the Government. It 
is to be expected that contractors in such circumstances will emphasize, and 
frequently exaggerate, the instances in which action of the Government has 
contributed to their difficulties. At the same time, it is the policy of the Bureau 
to recognize fully its responsibilities where they exist and to make prompt 
and equitable adjustments therefor as provided in the applicable contracts. 

3. Action required: Some of the most common problems in the administration 
of vessel contracts are outlined below with my general comments upon them. 
the addresses are requested to examine their current procedures with respect 
to such matters in the light of these comments and to take any corrective action 
which may be necessary. 

(a) Prompt and equitable adjustment on account of change orders. The 
attention of contractors should be called to the standard vessel contract re- 
quirement that claims for adjustment on account of changes must be submitted 
within 30 days of the date of the receipt by the contractor of the notification 
of the change. Authority previously has been delegated to cognizant field 
representatives to settle such changes by mutual agreement with the contractor 
and to allow the contractor additional time for submitting its estimate when 
the facts justify such an extension. Sound administration, both from the 
standpoint of the contractor and from the standpoint of the Government, re- 
quires that unnecessary delay in the submission of estimates be avoided and 
that adjustments for changes be made as promptly as possible. Such adjust- 
ments should compensate the contractor equitably not only for the cost of addi- 
tional labor and materials necessary to accomplish the change, but also for 
resulting disruptions in the work, including particularly the inefficient use of 
labor, and any other additional costs that are fairly attributable to the change, 
and for any increase in the time required for performance of the contract. 

(b) Prompt and equitable action on contractors claims for change orders. 
Prompt action should be taken in the field and in the Bureau upon each 
request by a contractor for issuance of a change order. Whenever the technical 
inspector considers the contrator’s claim for issuance of a change order to be 
unfounded, the technical inspector should discuss the request with the contractor 
and explain to the contractor why the technical inspector considers such re- 
quest to be unfounded. If the contractor continues, after such explanation, to re- 
quest the issuance of a change order, its request should be forwarded without 
further delay to the Bureau and should be acted upon promptly by the Bureau. 

(c) Government-furnished material. The Government is required under the 
standard vessel contract to deliver the material which the contract provides is 
to be furnished by the Government in sufficient time and of suitable quality 
to enable the contractor to meet the contract delivery and performance require- 


7 See appendix I, p. 227 
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ments. In a number of contracts, plans are treated as Government-furnished 
material. Every effort should be made to insure delivery of such Government- 
furnished material at the time and of the quality required. In the event the 
Government-furnished property is not delivered to the contractor at such time, 
the contractor is entitled under the standard vessel contract to request an 
equitable adjustment in the contract delivery or performance dates, or price 
or both, and in any other contractual provision affected thereby. All such re- 
quests should receive priority treatment both in the field and in the Bureau. 

(d) Evaluation of progress for the purpose of making progress payments. Care 
should be taken in the computation of progress for the purpose of making 
progress payments to avoid either overestimating or underestimating progress. 
The former results in the improper advance of public funds while the latter pre- 
vents the contractor from replenishing its working capital in a timely manner 
Since a relatively slight error in computing progress may result in a sub- 
stantial over or under payment, the importance of careful and accurate estimat- 
ing cannot be overemphasized. It is essential that progress payments be made 
as promptly as possible. 


(ce) Prompt referral of difficulties for decision. In any case where agree- 
ment cannot be reached between the contractor and the cognizant Navy repre- 
sentative, either in the field or in the Bureau, the points in issue shonld be 
referred promptly to the proper individual or activity for decision. 

[ have read the important parts of that instruction. 

Senator Fereuson. By reading that, and the fact that it was put inte 
effect in January 1954, what do you want to convey to the committee, 
that the procedure was furnished as of that time? 

Admiral Mansravu. Not exactly, no, sir. This procedure is what 
has always been understood to be good practice and common practice. 

Senator Fercuson. Was that the practice at the time these contracts 
were entered into ? 

Admiral Mansrav. It was supposed to be the practice. 

Senator Frreuson. You say supposed to be. Was it? 

Admiral Manseav. That I cannot answer. It was the policy of 
the Bureau. The policy of the Bureau was just that, but when you 
consider the large number of field activities we have, the large num- 
ber of people who were recruited during Korea, we had many people 
on our rolls who did not understand the policies. 

Senator Fercuson. This was a year after the war started in Korea. 
Is that not true? 

Admiral Manseav. Yes. It was later than that. 

Senator Ferauson. The contract was let in 1951? 

Admiral Mansrav. Yes, sir. 

Senator Fereuson. That was a year after the war. Is that true? 

Admiral Manseav. That is true, yes, sir. 

Senator Frrevson. We were then operating a political holding 
war in Korea, is that not right ? 

Admiral Manseav. That is right. 

Senator Fercuson. That was a time when there was no real haste, 
then, was there ? 

Admiral Mansrav. Well, looking back, it seems there wasn’t, but 
I distinctly remember that the policies throughout called for expe- 
ditious action, and be governed by a sense of urgency. 

Senator Fereuson. You are all trained men and you were not sup- 
posed to get excited in time of war. That is the purpose of the train- 
ing you men in the field have had, so that you do not get all excited 
and it does not become a national crisis to you. Is that not one of the 
requirements? 

Admiral Manseav. That is a common understanding, yes, sir. 
However, between wars—— 
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Senator Fercuson. Were you the admiral in charge of all this? 
Have you personal knowledge on these facts? 

Admiral Mansrav. I have personal knowledge on some of them by 
virtue of having been in the organization for a long period of time. 
At the time, I was on duty in one of our field activ ities. I was not in 
the Bureau of Ships at the time. 

Senator Fercuson. Who is the man who is responsible for the let- 
ting of these contracts and carrying them out? 

Admiral Mansrav. The man responsible for letting those contracts 

the Chief of the Bureau of Ships, whoever he may be at the time. 

Senator Fercuson. Well, who was he? We do not want a man up 
here to just tell us what “should” have been. We want to know how 
this thing was actually operating. 

Admiral Mansrav. I think you can get that. I have with me people 
who have been with these contracts throughout the greater portion 
of their life. Some were here at the very outset. That is why I am 
making a rather general statement from the point of view of the 
Chief of the Bureau. 

Senator Frreuson. Is this a case where you rotate officers from out 
in the services back into the Department ? 

Admiral Mansrav. It is partly that, yes, sir. We do rotate them. 
However, all of the people who have held key positions in this field 
are people who have been with the Bureau of Ships and in the field of 
active ship repair for a matter of years, 10, 20, 30, and 35 years. 

Senator Frrauson. Well, what I am getting at, are the men who 
were responsible for this whole contract from the beginning to the 
end, were they in this field, and do they still continue in this field? 

Admiral Manseav. Most of them not. Some few were in this field 
at the beginning of the contracts. Most of them have come and gone. 

Senator Fereuson. Why do they come and go in this field? How 
are you going to get continuity in designing, and so forth, if you do 
not keep them in that field ? 

Admiral Mansrav. Well, we have a tremendous organization 

Senator Frercuson. Is that not the reason you could do it, when 
you have such a tremendous organization / 

Admiral Mansrav. The field is of such large scope that we feel 
we get the best results by bringing up our people i in all phases of the 
building and ship repair business from the time they go to school, 
practically, until the time they retire. 

Senator Frrevson. Can you tell us of your own knowledge, how this 
contract was let and how it was carried on? 

Admiral Mansrav. Not from the beginning, no, sir. 

Senator Frereuson. Well, who can? 

Admiral Mansgrav. I have a gentleman here who negotiated the 
contract. He covered a certain phase of the operation. I have tech- 

ical people who provided technical information and guidance, who 
play a big part in the administration of the contract. I have people 
here from the offices of the supervisors of shipbuilding, which are our 
activities in the field. 

Senator Fercuson. Admiral, do you make an investigation of this 
case, or did you make one? 

Admiral Mansrav. I moved into the Bureau of Ships as Deputy 
Chief, last August, August 7. I have had occasion to discuss these 
contracts with all our people, to go into the history and to pass upon 
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the various letters that in turn have been signed out by the Chief of 
the Bureau. Sometimes by an assistant under me. 

Senator Frrcuson. When the Small Business Committee started 
these investigations, did the military make their own investigation 
at that time? 

Admiral Manseav. I am not sure I understand the question. 

Senator Frreuson. I say, when the Small Business Committee 
started an investigation of this particular situation, did the military 
then start an investigation and investigate this matter ¢ 

Admiral Mansgav. We did not We have not conducted any for- 
mal investigation. 

Senator Fereuson. Would you tell us why not? Did you think it 
was not worth an investigation ¢ 

Admiral Mansrav. If you will allow me to finish, sir: The whole 
nature of our business is one of continual investigation, analysis, and 
action, from the time the contracts are a gleam in a person’s eye, un- 
til they are finished. Well, that is our entire operation. 

(Following information subsequently supplied by Adm. B. E. Man- 
seau, Bureau of Ships :) 


BurREAU oF SHips INVESTIGATIONS OF 65-Foor TUGBOAT PROGRAM * 


During the hearings before the Senate Subcommittee on Military Procurement 
of the Select Committee on Small Business of May 20, 1954, the Bureau was asked 
if it made any independent investigation of the tugboat program after troubles 
“ame to its attention. The Bureau made many investigations in its capacity as 
exec utive agent and administrator of the program. A report to the Secretary 
of the Navy from the Chief of the Bureau on the problems at Olson Corp. is of- 
fered here as a sample vf what was done. The enclosures mentioned in the re- 
port are not attached because they are bulky and the general nature and gist 
of them is described in the report. In addition, the report offers a direct Bureau 
comment on many of the statements made by Mr. Olson before the Committee 
on May 19, 1954. 


(The above statement is identified as enclosure 6 in Admiral Man- 
seau’s letter of June 8, 1954, to Senator Ferguson. See appendix 15, 
p. 261.) 


DEPARTMENT OF THE NAvy 
BUREAU OF SHIPS 
Washington, D. C. 


From: Chief, Bureau of Ships. 

To: The Secretary of the Navy. 

Subject: Report on statements made by Olson Corp., Beresford, Fla., regarding 
performance conditions under contract No. 5546 for 10 65-foot steel 
harbor tugs. 

Enclosures : 

(1) Copy of Olson letter dated April 30, 1953, to ChBuShips. 
(2) Copy of amendment No. 5 to contract No. 5546. 
(3) Description of new or additional work involved in plan revisions re- 
ceived by Olson Corp. during the period December 8, 1952, through 
April 30, 1953. 
(4) List of all claims by Olson Corp. for changes not adjudicated as of 
April 30, 1953. 
(5) Partial list of departures from plans and normal practices during per- 
formance of contract No. 5546. 
1. By letter dated April 30, 1953, addressed to the Chief, Bureau of Ships, a 
copy of which is attached as enclosure (1), the subject contractor makes several 
statements to the effect that none of the conditions or promises considered by the 


® See appendix 18, p. 265, and appendix 19, p. 270. 
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contractor as a part of the agreement by which the contractor resumed work 
ander contract No 5546 on December 8, 1952, have been fulfilled by the Navy, 
and. that on the contrary, the Navy is continually breaching them, The Bureau 
urefully investigated the contractor's statements and comments as follows: 
Amendment No. 5 to the subject contract, a copy of which is attached as 


» 


{ 
enclosure (2). sets forth the agreement leading to the contractor's resumption 


f work on December S&S, 1952 During negotiations of amendment No. 5, on 
November 5 and 6, 1952, the Navy representatives present verbally agreed to 
urnish to the contractor 1 week prior to his resumption of work, all plans or 
sketches necessary to correct an unacceptable starboard list on the vessels and 
working drawings necessary to complete the vessels. This was done. 

Also during negotiations of amendment No. 5, the contractor was advised, 
and it was mutually understood, that there would be continued revision of 
plans as the building program developed \t the same time it was made clear 


to the contractor that such revisions would for the most part be on a “not to 
delay the vessel basis” and that the contractor was at liberty to accept or reject 
such revisions provided they were not designated by the supervisor of ship 
building, United States Navy, Jacksonville, Fla., as “mandatory.” It was further 
nointed out to the contractor that in accepting any such revision or in accom- 
nlishing mandatory revisions, the contractor was entitled by the terms of the 
contract to submit a claim for a change order to cover any additional costs 
resulting therefrom, 

$$The contractor states that numerous revisions have been received since 
December 8, 1952, that more are arriving almost daily, and that more than 100 
revisions have been made in the plans and drawings received in the contra 
yard since December 8, 1952 The contractor also states that 

‘Those revisions have been made and the plans furnished us with little or 
no regurd to the overall coordination of them, taken in conjunction with the 
progress of our work, with the result that there are conflictions, errors, and gaps 

t plans themselves; conflictions and inconsistencies in the plans, on the 
one hand, with the specifications, on the other, with the compound result of 
continual consultation, disputation, indecision, and delay in obtaining decisions 
from the Navy, which have destroyed all conception of a lump-sum contract, the 
contract which we made and the a 
work on December 8, 1952.” 


tor’s 


greement on the basis of which we resumed 


The Bureau agrees that a number of plan revisions have been received by the 
contractor during the period December 8, 1952, through April 30, 1953. As 
oted previously, this was in accordance with the understanding reached in the 
conferences on November 5 and 6, 1952, and again on November 17, 1952, and in 
accordance with the contract The Bureau does not agree with the balance of 
the contractor’s statement as to the effect of these revisions on the contractor’s 
operations. The Bureau has made a detailed analysis of all the plan revisions 
received by the contractor during the December 8, 1952, through April 30, 1953, 
period. Eighty-five plans were revised during that period covering 262 items of 
plan information and 23 items of new or additional work. Of all the plan 
revisions received only 7 revisions, covering 8 items of work, have been desig- 
nated by the supervisor of shipbuilding as mandatory. In addition, only 10 
plan revisions, covering 15 items of work have been designated by the supervisor 
us desirable provided they would not delay performance and provided they were 
uecepted at the option of the contractor. 
listed on enclosure (3) hereof, are the only ones involving new or additional work 
to be performed by the contractor. The remaining plan revisions involved no 
additional work. They simply corrected the plans to show such things as: 

(a) Items of information confirming arrangements agreed to prior to Decem- 
her 8, 1952, as good shipbuilding practice. 

(b) Items of information to bring plans up to date to agree with working 
drawings, sketches, or other information previously furnished. 

(ec) Items of information identifying vessels by particular hull number to 
which the revisions were applicable. In many cases the applicability was to 
vessels being built elsewhere than at Olson. 

5. A description of the work involved in the items that could have affected 
Olson’s operation, indicating the magnitude of each, is included in enclosure (3). 
It will be noted from the description that all of the 23 items are minor in nature 
and should not appreciably interfere with orderly production. 
mum value, as estimated by the 


These 17 revisions covering 23 items, 


9 
> 


The total maxi- 
supervisor of shipbuilding, of all of the con- 
tractor’s change order claims based on the 23 items, is $18.911.10 and the esti- 
mated value of work accomplished on these changes is $4,540. For detail of 
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the estimates in each case see enclosure (4). The Bureau of Ships, therefore, 
“annot agree with the contractor’s statement that the number of plan revisions 
received subsequent to December 8, 1952, played a significant part in the con- 
tractor’s inability to complete the vessels according to schedule. 

6. The contractor states that the particular failure of the Navy to follow com- 
mercial standards, as provided for by the contract, has been intensified to such 
a degree that the work required of the Olson Corp. by the Navy representatives 
has lost all semblance of identity with the contract and that this has resulted 
in increased costs, making it impossible to predict the ultimate completion costs. 
The Bureau takes the position that while the supervisor of shipbuilding has re- 
quired good shipbuilding practice, he has accepted commercial standards for ma- 
terial and workmanship to the extent permitted by the specifications. A num 
ber of specific instances of such action are cited in enclosure (5) as partial evi- 
dence of the supervisor’s acceptance of commercial standards when permitted 
by the specifications. 

7. The standards of construction required by the supervisor in the performance 
to date under contract Nobs—5546, have been investigated by the Bureau. This 
investigation has indicated that with respect to the construction of these vessels, 
the standards imposed by the Navy have not been more severe than those 
normally carried out in commercial practice and that the vessels have not been 
“custom made” as the contractor contends. 

S. The contractor states that it is plainly admitted by all hands that the 
vessels will be custom made individually. The Bureau does not agree with this 
statement. The changes since December 8, 1952, for these vessels is no more 
than would be expected in commercial practice where a number of vessels are 
constructed under one contract. It has long been customary in the shipbuilding 
industry to make changes from time to time during a building program, par- 
ticularly with respect to improvements on later vessels of the same class. This 
is specifically provided for in the changes article of the contract. 

9%. The contractor states that substantial claims for the value of change or- 
ders have been outstanding for a protracted length of time and that denials of 
claims have been made by representatives of the Navy, who later have asserted 
they were without authority to pass upon them. The Bureau does not believe 
that this statement is correct. It is necessary for the Bureau and the supervisor 
of shipbuilding to examine carefully all change order claims submitted by con- 
tractors in order to determine whether or not change orders should be issued and 
to properly evaluate the contractor’s estimated prices for performing the changes. 
A list of all outstanding change order claims submitted by Olson which were 
not adjudicated as of April 30, 1953, is attached as enclosure (4). Enclosure 
(4) indicates that claims have been processed or were being processed as of 
April 30, 1953, in a reasonable period of time, particularly when it is considered 
that in a number of cases it was necessary to obtain additional information 
from the contractor to determine the basis of the claim, and to obtain the funds 
for making payment from the Army Transportation Corps for which the vessels 
are being procured. 

10. Presumably the contractor’s statement regarding the denial of claims by 
those without authority to do so applies to seven cases in which the supervisor 
of shipbuilding suggested that the Olson Corp. withdraw its claim, stating that 
it was the opinion of the supervisor that the claim was unwarranted. It is the 
general practice of all supervisors of shipbuilding to suggest the withdrawal of 
claims for change orders in cases where the claims appear to be unwarranted 
in an effort to relieve everyone concerned of the burden of processing them. The 
contractor was aware of the fact that the withdrawal suggestions did not pre- 
clude the pressing of claims. In fact, upon the contractor’s request all of the 
seven cases referred to were forwarded promptly by the supervisor to the Bureau 
for decision. With respect to the effect of delayed action on the part of the Navy 
on the contractor’s change-order claims, it will be noted from enclosure (4) that 
the aggregate estimated value (SupShip’s maximum value) of all outstanding 
change-order claims is $37,487.44, and that the supervisor’s estimate of the prog- 
ress made on the work involved amounts to $12,375. In view of the total value 
of the change-order claims involved, as compared to the contract price of $2,530,- 
637.50, it is apparent that the financial condition of the Olson Corp. has not been 
affected appreciably by the time required for their issuance and adjudication. 

11. The contractor states that “the indifference on the part of the Navy to 
the tremendous costs of the contractor of constructing the vessels under the 
conditions imposed upon us by the Navy is appalling,’ and that “there is no 
indication at this writing that the Navy intends to do anything whatsoever except 
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to continue on the course it has heretofore charted, in utter disregard of the 
contractor’s rights and of the provisions of the contract.” The Bureau disagrees 
with this view. Representatives of the Bureau have frequently, on their own 
initiative or at the request of the contractor, met with representatives of the 
contractor in efforts to resolve any problems confronting the contractor. Every 
effort has been made to handle expeditiously and in conformity with the terms 
of the contract all matters within the Bureau’s cognizance that affected _ 
contractor’s costs and operation. For example, as indicated in paragraph 38, 
above, the contractor was given the election of performing or not performing 
those items of work covered by plan revisions which were desirable but not 
mandatory. Another example is the latitude in construction permitted by the 
supervisor refe rred to in paragraph 6, above, and shown in enclosure (5). On 
April 30, 1953, the date of enclosure (1), representatives of the contractor, the 
Bureau, and on supervisor of shipbuilding met for the purpose of resolving all 
outstanding claims for change orders. The Bureau representatives felt that 
considerable progress was made before the close of business on April 30, 1953, 
at which time it was agreed that representatives of the contractor would meet 
with the Bureau representatives on May 1, 1953, to complete the task. The con- 
tractor’s representatives, however, did not return on May 1, 1953. 

12. Afte r careful consideration of all the facts in the case, the Bureau considers 
that the Navy has not breached contract NObs—5546 as alleged by the Olson Corp. 


H. N. WALuin, Chief of Bureau. 

Senator Frrcuson. Have you a report on this case ? 

Admiral Manseav. We have reports on each of the particular con- 
tracts, yes sir. I think we have with us today, an analysis of each and 
every contract. 

Senator Frereuson. Do I understand if the Small Business Com- 
mittee had not gotten into this case it would have gone right along, no 
reports would have been made, no discipline would have been taken 
of any of the officers in this case? 

Admiral Manserav. No, sir. We have taken actions that were 
indicated, depending on events throughout the life of these contracts. 

Senator Fercuson. Have you any reports—do you have any inspec- 
tion department, where if something happens in a contract, you look 
into it ? 

Admiral Mansgav. Yes, sir. 

Senator Ferauson. And you get a report from that inspection ? 

Admiral Mansgav. Our ins pection setup is to a great extent func- 
tional. We have people who are specialists in contr act administration, 
we have people in the field who are specialists in the matter of super- 
vising the contracts in the field, we have technical people who pass 
upon plans and make technical decisions within the Bureau. The 
whole se tup is an integr: ition of engineer ing, inspection, analy sis, and 
action. 

Senator Frercuson. Have you had any reports from anyone on this 
case? In other words, where did you get the information you are 
reading to us, today ? 

Admiral Manseau. Well, that was assembled from various papers, 
various studies, and various reports that were made on individual 
cases. 

Senator Frereuson. You are plenty well satisfied with these con- 
tracts, from what I read in here. 

Admiral Mansgav. No, sir. I think we admitted there are a num- 
ber of areas where we could have made improvements if we had had it 
to do again. 

Senator Fereuson. Was there any disciplining of anyone insofar 
as the work with this case isconcerned? You know what they mean by 
calling them on the carpet ? 
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Admiral Manseav. People have been called on the carpet, yes, sir. 

Senator Fercuson. For anything that was done in this case? 

Admiral Manseav. We have not taken any disciplinary action as 
such. We have had people 1 in, we have had them give us their version 
of stories, we have stuck the needle in them, and so on. We have not 
given anyone a court martial that I know of, or anything of that 
nature. 

Senator Frereuson. Are you satisfied with this case? You heard 
what was said by these businessmen, and the architects, here. 

Admiral Manseav. Yes, I have heard most of the points that they 
have made. I think we have heard them and read about them in the 
newspapers, and we received many of them in the form of letters. 

Senator Frercuson. Now the Army gave you a set of plans? 

Admiral Mansrav. They gave us a set of contract plans and 
specifications, yes, sir. 

Senator Fercuson. And you knew the taxpayers had paid for those 
plans? 

Admiral Mansgav. Yes, sir. 

Senator Fercuson. And you knew there was a pilot boat, is that 
right? 

Admiral Mansgav. That is right. 

Senator Ferguson. Then you will tell us why the Navy, if you have 
personal knowledge, went and hired another architect. 

Admiral Manseau. W ell, what I wanted to do after finishing my 
statement 

Senator Fereuson. And why they never took up the question of 
pilot boats with any of the people ? 

Admiral Mansgeav. Yes, sir. Well, that is something which I 
would like to pass over to Captain Honsinger. I have another sug- 
gestion, too, sir: I listened in this morning and apparently there was 
considerable room for confusion and misunderstanding with regard 
to the difference between contract plans and specifications and work- 
ing drawings or working plans. There was considerable room for 
confusion, I think, as regards just what different types of changes 
there are. I think there was quite a bit of confusion as regards the 
provisions of the contracts, the contractual provisions. 

Senator Frerauson. Now, Admiral, you said you came into this 
department last August ? 

Admiral Manseav. Last August, yes, sir. 

Senator Fercuson. And prior to that, what were you in ? 

Admiral Mansrav. Prior to that, I was in another department in 
the Bureau of Ships for a matter of about 7 or 8 months. 

Senator Ferguson. What department was that ? 

Admiral Mansrav. I was Assistant Chief of Field Activities. 

Senator Ferauson. Did it have anything to do with the building of 
shi s ¢ 

Admiral Manseav. It did not have anything to do with the build- 
ing of ships as such. It had to do with our field activities, our Navy 
yards, and our supervisors’ offices. 

Senator Fercuson. Prior to that, what was your line? 

Admiral Mansgav. Prior to that ao was Inspector General—I was 
head of the Industrial Survey Division of the Inspector General’s 
Office for a short period of time, and prior to that I was commanding 
officer of the Mare Island Navy Shipyard. Prior to that, I was com- 
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maanding officer of the San Francisco Naval Shipyard. Prior to that 
I was the production officer at the Mare Island Naval Shipyard, and 
-O ON. 

Senator FERGUSON. Was this ever turned over To the [nspector 
(reneral / 

\dmiral Manseau. This particular thing, no, sir. It did not seem 
o be the type of thing—at least, at this stage of the game we are in 
hoy where it would be appropriate for the Inspector General. 

Senator Fercuson. Personally, vou see, ] vet into this matter on 


two fronts: First, as chairman of the Appropriations Committee of 
the Senate, on all defense contracts and programs, and then I happen 
» be chairman of this subcommittee of the Small Business Committee, 
that is what disturbs me in a case of this kind, that we never can 


vet a real inspection by the Inspector General's Office. L should not 
iv “never”; T will change that, but it is hard to get them to do any- 


ral Mansravc. Well. as faras I can see now 
Senator Frrauson. You see, we were in this as an Appropriations 
(‘ommittee, the 30th of October 1953. That was last October, as an 
Appropriations Committee. We were responsible for the appropri- 
ations. 

Do you think this thing could happen again, in the Navy? 

\dmiral Manseavu. On the whole, it could, toa degree. 

Senator Frrauson. The Navy has a reputation of being the best 
organized of any of the services. 

Now, I do not want the Army to dispute me right here, today, but 
I say that is the reputation. 

\dmiral Manseav. I would not go so far as to say we never make 
mistakes. 

Senator Frrauson. No, but could this happen, today, the way this 

rganization is operation 4 

Admiral Manseav. I would say the chances are very, very slim that 
t would ever do so. We have learned an awful lot from this particu 
lar deal. It was our first experience in single-service procurement. 
We picked up a little bit in midstream, and today we have a plan, 
organization and ground rules that just about preclude anything like 
this happening. We have such a tremendous business, though, I would 
hesitate to say we would not make mistakes because ours is a tre- 
mendous organization with thousands of people, with different capaci- 
ties, and it requires very close te: amwork. 

Senator Ferguson. Haven’t you got one thing that the average com- 
pany hasn’t got, now? You talk about your number of people. Have 
you not got the right to discipline? Yours is a military service and if 
you cannot run your employees, who can, any more? 

Admiral Mansrav. Yes, sir; we do have the right to discipline them. 
The degree to which we can do it depends on whether they are military 
or civilian and, of course, we have to have the grounds, and I do not 
see that anything much has been uncovered yet that would give us the 
grounds for discipline. 

Senator Fereuson. You have heard all this testimony, and you do 
not think there is anything wrong in this? 

Admiral Manseav. I will say there are many things, procedures, 
situations, and so on, which we could correct, and would correct if 
we were faced with a similar situation, today. 
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Senator Frercuson. Do you think that where the Army spent the 
money to design this and build a pilot and turned the plans over to you, 
you go and get a new architect and pay no attention to the pilot 
boat—you think there should not be dise ne 

Admiral Manseav. I think that should be brought out a little more, 
Senator. 

jenator Fercuson. Well, now, I do not know. 

Admiral Manseavu. With your permission, I would like to have 
Captain Honsinger explain the difference between the contract plans 
and specifications, working drawings, where this prototype fitted 1 
and probably Colonel Glore could ¢ ontribute something on the mi tte r 

of prototype. That was something of a custom job. 

Senator Fercuson. This is a custom job? 

Admiral Mansrav. That prototype referred to in 1946; that was a 
custom job, 

Senator Ferguson. Why did they build the cus sn job? 

Admiral Mansravu. Well, I do not know that, sir, but I think a little 
dliscussion on 

Senator Frrauson. Do you have anybody here who took this up per 
OV ily at the beginning, who would know about this? 

Captain Honsrneer. I think I could contribute something to that, 
sir. 

Senator Frerauson. When did you start on this? 

Captain Honsincer. September 1951, sir. Nota great deal had been 
done during the first 3 months. 

Senator kerauson. But the fact that they were working on a plan 
and let contracts and had ne got ated a contract, that all existed before- 
hand / 

Capain Honsincer. Yes, it did, sir, and the impression, here, is 
somewhat at fault. 

May I ask, first, is Admiral Manseau going to finish his reading ?¢ 

Senator Ferauson. You go ahead, and we will take that up later. 

Captain Honsincer. The Army was building a prototype vessel at 
the time they asked us to draw plans. They had some two dozen plans 
which they turned over to a single shipyard to build from those plans. 

Senator Frrcuson. Is there such a thing as photostating those plans 
so you don’t have to draw new ones? 

Captain Honstncer. Those plans were given to us to build the same 
99 vessels we are talking about. But the machinery in the one vessel 
they had built in 1950, or thereabouts, was not the same machinery we 
put into our ships in 1951 for the reason that we must follow the 
armed services procurement regulations, requiring that we take the 
lowest acceptable bidder of a piece of equipment—in the case of an 
Atlas engine rather than a General Motors engine—it results in that 
sort of thing—and we put into our tugboat components we bought 
in the open market, the lowest acceptable item. 

As to that machinery plant, it was entirely different from the 
machinery plant of the prototype vessel. 

Senator Frrevson. And you tell us that the law, and the rules of 
the military services required you to build a different kind of boat, 
as aa as machinery was concerned, than what the Army had built? 

Captain Honsincer. It does not require that specific ally ; no, sir. 

Senator Frerauson. Then why did you not build the same thing. 

Captain Honstncer. Because the amount of money that could be 
saved by taking the lowest article was more than the amount of money 
that we estimated would be required to change the plans. 
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Senator Frrauson. Then, how much; could you estimate? Well. 
you could not have estimated, because you were not there. 

Captain Honsrncer. No, sir. 

nator Fercuson. Where is the man who was there ? 

Captain Honstneer. I am afraid he is not in the room, sir. 

Senator Frereuson. Well, where is he? 

Captain Honsrncer. In our file, in February 1951, we do have an 
estimate, which I have seen. 

Senator Frercuson. Is that an estimate of the original cost ? 

Captain Honsrncrr. Yes, sir. The estimate of the cost to build 
tugs for the Army. 

Senator Ferauson. What were they? 

Captain Honsrncer. $220,000. 

Senator Frreuson. $220,000? 

Captain Honstncer. Yes, sir. 

Senator Ferguson. Was that with or without machinery ? 

Captain Honsincer. That was machinery; complete. 

Senator Fercuson. What did you finally let the contracts for ? 

Captain Honsrncer. Approximately $102,000 for the shipbuilders’ 
part, plus $114,000 estimated by Central Procurement, plus a share of 
the design costs. 

Senator Fereuson. How much would that be? 

Captain Honstncer. Well, the total thing comes—then came to 
about $220,000. It now comes to about $240,000. 

Senator Frereuson. $240,000 ? 

Captain Honstncer. Yes, sir. 

Senator Frrcuson. So, you let the contracts for about $216,000, plus 
a co more, instead of the $220,000? 

Captain Honsincer. That is right. 

Senator Ferauson. Is that correct ? 

Captain Honsrncer. Yes, sir; that is correct. 

Mr. Sruxts. Mr. Chairman, I have here a letter addressed to Mr. 
Paul Kamerick, Chief, Investigations Division, Senate Appropria- 
tions Committee, signed by Captain Vangeli, Director of Contracts, 
and enclosure 2 of that letter says: 

sureau of Ships original construction estimates, 65-foot tugboats, per vessel, 
$250,000 
and not $220,000. 

Captain Honsrncer. I have seen that — too, but there is a 
February 1951 le tter from the Bureau of Ships to the Transportation 
Corps, which says $220,000. 

Senator Smaruers. What is the date of yours? 

Captain Honsincer. February 27, 1951. 

Mr. Sruurs. This is the 13th of November 1953, where Mr. Kam- 
erick asked Captain Vangeli to give the Senate Appropriations Com- 
mittee original construction estimates made by the Bureau of Ships.® 


® Bureau of Ships—Original construction estimates : 


i 
Per vessel Total 


Contract | 
NObs-5546 4 | — g250,000 | $2, 500, 000 
N Obs-5577 | 250, 000 | 7, 000, 000 
N Obs-5553 | 60, 000 | 600, 000 


N Obs-557 


60, 000 | 1, 260, 000 
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Senator Ferauson. How do you account for the Senate Appropri- 
ations Committee getting an estimate of $250,000 when the facts 
one as early as Fe ‘bruary 1951 that the estimate was $220,000? 

Captain Honsrncer. I can only assume whoever answered that 
letter did not find the February 1951 letter, sir. 

Senator Frreuson. Have you any other evidence in the files showing 
the $250,000? 

Captain Honstncer. I know of that price, there. I know of no 
other place where it shows up. 

2 nator Ferguson. Captain Vangeli, where did you get this figure? 

Captain Vanceut. I got that figure by asking the people who had 
knowledge of the contract when it was let, to look in their records, 
and come up with a figure which represented our guess as to what 
the contract would cost, at that time. 

Senator Frrauson. Now, you are using the word “guess.” 

Captain Vancet. Well, estimate. It could only be an estimate as 
of that time. 

Senator Ferauson. When you give the Senate Appropriations Com- 
mittee a figure, you believe that figure to be correct ‘ 

Cantain Vanoext. I believed that it was correct. The manner in 
which it was assembled led me to believe it was correct, and I believe 
now it was the best information that was available to us at that 
time. 

Senator Fercuson. Now, where did you get this information about 
this $220,000? 

Captain Vancett. That must have been a letter in the files over- 
looked by the people who were assembling the information. 

Mr. Srutts. Mr, Chairman, this seems to be a very important part 
since the Navy negotiators negotiated these shipyards down roughly 
to $215,000, and the : average was anywhere from $212,000 to $218,000 
when their own files showed that they would be running losses, accord- 
ing to the estimates of the Bureau of Ships, who are a skilled group of 
shipbuilders, anywhere from $4,000 to some $34,000 loss per vessel. 
Now this is pretty important to a group of small shipyards, some of 
whom took some 28 boats. 

Now, why did your negotiators knock them down so far? 

Captain Vaneeui. Do not overlook the fact that both yards that 
testified have said that at the time they signed the contract and under 
the circumstances they believed governed the construction at that 
time, they believed that they could built the vessels for that price and 
make a fair profit, and as of today they still believe that. So the 
price was not unfair. 

Senator Frerauson. I think we will waste a lot of time, here, unless 
we can actually get the people who entered into this contract. I 
do not see how we can get far if you are just going to come in here 
and give us what you can get out of a file. I think we should have 
the man who has the responsibility. 

Admiral Manseau. We have the negotiator here, but again, the 
Bureau of Ships is not a one-man affair. It is a tremendous organi- 
zation, and we cannot possibly remember all the things that happened. 
Even though we get the original people, they will have to go back to 
the files. 

Mr. Milliken handled one of the cases from its inception. 
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Senator Frravson. Mr. Milliken, you have been sworn. Now we 

vant yeur personal knowledge on this matter. 

W he n did you first come into the deal / 

Mr. Miiuixen. In April 1951. 

Senator Ferguson. And what was your capacity é 

Mr. Miuiikrn. Contract negotiator, Bureau of Ships.‘ 

Senator Frreuson. You learned that the Bureau of Ships was 
going to take this over and let this contract; is that right 4 

Mr. Minniken. Yes, sir: I was so advised. 

Senator Ferevson. Did you know that the Army had had a plan 
drawn, specifications, and 1 in fact had built a pilot model ? 

Mr. Minurken. I was furnished with a copy of the specifications 
and contract drawing. I was not aware of a protot ype. 


» 
ma 


Senator Frravuson. You were not advised that there was a proto- 
type / 

Mr. Miiurken. No, sir: I was not. 

Senator Frrcuson. Have you any way to account for the fact that 


they gave you contract plans when as a matter of fact they must have 
had real plans, completed plans, because they built a prototype ? 

7 Miuuixen. Mr. Chairman, it is the normal practice for ship- 
builders to bid on what they call contract plans and specifications. 

Senator Fercuson. Then if you have sieerpbeied plans, why didn’t 
you give them to the shipbuilders? You only gave them contract 
plans? That is the custom? 

Mr. Mitiixen. To prepare their bid on; yes, sir. 

Senator Fercusen. To prepare their bid, and that is what you did 
in this case? 

Mr. Miniiken. That is correct, sir. 

Senator Frrevson. Now did you have an estimate as to the cost ¢ 

Mr. Minuixen. I did not, except what was provided to me on what 
we call the procurement request, which sets up an amount of money 
for appropriation or obligation purposes, sir. 

Senator Frrevson. For obligation purposes. All right, how much 
was set up on each one of these tugs? 

Mr. Mrnixen. If you will allow me, sir, I will get the exact figures. 

I am sorry, sir; I do not have that with me, but I can give it to you 
very roughly, sir. 

Senator Frerecuson. All right, how much ? 

Mr. Mruuiken. I think it was around $98,000. 

Senator Fercuson. That was $98,000. Did that include the equip- 
ment ¢ 

Mr. Miiurken. Yes, sir. 

Senator Fercuson. Do you mean the completed tug? 

Mr. Miriurken. Yes, sir. 

Senator Frreuson. Ninety-eight thousand dollars? 

Mr. Miriiken. That is what was on the procurement request for 
the contractor to build the tugs according to the specific ations and 
contract drawings, and that also included all the material in that 
spec ‘ification, sir. 

Senator Frrcuson, Equipment and all? 

Mr. Miurken. Yes, sir. 


®s See appendix 7 and 7 (a), pp. 243, 244. 
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Senator Frrovuson. Ninety-eight thousand dollars / 

Mr. MinxirkKen. Yes, sir. 

Senator Fereuson. Then why were we told, when we wrote the let- 
ter, the Appropriations Committee, that it was $250,000 per vessel ? 

Mr. Miuturken. I have no know ledge of that, si 

Senator Frreuson, Ninety-eight thousand dollars 4 

Mr. Minuixen. But, also, Mr. Chairman, on other programs that 
were going on at the same time or being procured at the same time, 
we had more money than was needed in those. 

Captain Vance. I think we should clarify for the chairman the 
fact that the figure was given in the procurement request, that that 
figure is not necessarily related to the estimated final cost. It may 
well = that that is the amount of money which is immediately avail- 
able for expe nditure, and therefore it is a direction to the contracting 
section to take such steps in their contracting as will not result in an 
expenditure beyond that sum until more money is forthcoming, and 
isa matter of fact, vou got more money later? 

Mr. Minurken. That is correct; yes. 

Senator Frrevson. Did he make an application to the Appropria- 
tions Committee—do you know whether one was made to get more 
money ¢ 

Mr. Minzixen. I know that more money was furnished me, by the 
Army. 

Senator Frreuson. Do you know whether an application was made 
on the basis of $250,000, to get that much money ¢ 

Mr. Mituixen. | do not know that, sir. 

Captain Honsincer. Mr. Chairman, can I clear that up, perhaps? 

Senator Ferguson. Let the record show that we will ask the Appro- 
priations Committee to get a check on how much money was requested, 
whether it was requested for these tugs. 

(The information requested is as follows :) 

Following is an excerpt from Assistant Secretary of the Navy R. H. Folger’s 
letter to Chairman Thye, dated April 29, 1954, in response to question No. 7 

Question 7. Out of what appropriation are these tugs being paid for? 

Answer. 4 are being paid for by 1952 MDAP tunds; 10 are being paid for 
by 1951 Air Force funds; 7 are being paid for by 1952 Air Force funds; 40 
are being paid for by 1952 Army funds; 38 are being paid for by 1951 Army 
funds; and 99 (includes 12 terminated as discussed in 3 above). 

(Full text of Assistant Secretary of the Navy’s letter is reproduced in this 
record as appendix 3, p. 230.) 

Senator Ferauson. What is your particular job? 

Mr. MitxirKeEn. I negotiate contracts for the construction of vessels 
for the Bureau of Ships, sir. 

Senator Fereuson. Did you negotiate these contracts? 

Mr. Mitx1ken. I did, sir. 

Senator Frercuson. What price were you negotiating, as an esti- 
mate? What did you estimate it would cost when you negotiated it? 

Mr. Miniiken. My estimate was based, sir, on the proposals re- 
ceived from firms that I considered within a range. 

Senator F’ercuson. What do you mean by that? 

Mr. Mi1ken. Well, you get a number of proposals. If a certain 
group—the low group—all look to be within a range, man-hour-wise, 
dollarwise, why you consider that as your well-founded range for 
costs. 
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Senator Frrcuson. Then you took the range of the bids? 

Mr. MitirKen. That is correct, sir. 

Senator Fercuson. And then you did not have an estimate? 

Mr. Mitxiken. No, sir. 

Senator Fercuson. Did you have anything to do with negotiating 
the design, with the design agent! 

Mr. Mitirken. Yes, sir, I negotiated that contract. 

Senator Fercuson. What contract did you use there to pay a per- 
centage on? 

Mr. Mituiken. Well, it is our standard practice—I say it is a prac- 
tice—to pay a 7 percent fee for the preparation of a set of detailed 
plans. AT percent fee. 

Senator Frrcuson. 7 percent includes the contract plans as well 
as the detail plans? 

Mr. Murz1ken. No, sir, because we were not contracting for the 
contract plans, sir. We were contracting for the detailed plans. 

Senator Fereuson. Did you use the contract plans that you got from 
the other designer? 

Mr. Mitirken. The design agent was furnished the contract plans 
and the specifications as part of his contract. 

Senator Frrevson. And what did you estimate that the vessels 
would cost when you fixed the 7 percent fee ? 

Mr. Miturken. I did not fix the 7 percent fee, sir, on the cost of the 
vessels. I fixed the 7 percent fee on the cost of the work to be done 
by the design agent, sir. 

Senator Smaruers. At the time you negotiated the contract, what 
did you think these tugs were going to cost ? 

Mr. Miturken. Around $100,000, sir. 

Senator SMatuers. When did you get knowledge of a letter written 
in 1951 by the Navy, which said it was going to cost $220,000? 

Mr. Mirxixen. That was quite some time later. 

Senator SMaTHeERS. You people were operating with visibly differ- 
ent figures then, were you not? 

Mr. Miturken. I am sorry, sir, I meant $100,000 for the shipbuilder’s 
portion of the contract. That does not include the $114,700 for cen- 
tral procurement material for which he is reimbursed on a cost basis, 
sir. 

Senator SMATHERS. You negotiated the contract with Olson and the 
other men, then, at the minimum figure you thought they could build 
it for, trying to save all the money you could for the Navy ? 

Mr. Miti1ken. That is correct. 

Senator Smaruers. You thought the figure should be about 
$100,000 ? 

Mr. MrurKken. That is correct, sir. 

Senator SMarueRs. In the contracts you signed with Olson, what 
did you provide he would get for each tug? 

Mr. Mitirken. I believe it was $102,024. I believe that is correct, 
sir. 

Senator SMarHers. So you gave him what you considered to be 
$2,000 fat or profit as you understood it? 

Mr. Muu1xen. That is correct, but of course there is delivery in 
there, and delivery has an effect on price. Mr Olson was, I believe, 
to deliver the tugs to Brooklyn, N. Y., and one or two of them to 
Charleston, S. C., sir. 
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Senator Smaruers. What did Olson first ask for, do you recall? 

Mr. MitirKen. The price, sir? 

Senator Smarurrs. What was his first bid, do you remember ? 

Mr. Mitiiken. I think it was around $115,000 or $117,000. 

Senator SmatTuErs. What did you tell him when you saw that first 
bid ? 

Mr. Muiiken. I first called him up and asked him if he had not 
made an error in the submission of his bid because it was obvious that 
he had reversed the prices, one with escalation, and one without escla- 
tion. That was my first contact with Mr Olson. He advised me 
later that that was an error. 

Senator Smatuers. When you first invited him to bid, did you tell 
him there would be provisions for escalation ? 

Mr. MILniKen. We provided an alternate basis. You could bid 
with or without. 

Senator Smaruers. Did he bid with esclation the first time? 

Mr. Mitiikxen. He bid both ways, sir, as did all shipyards. 

Senator Smaruers, You, however, told him that escalation would 
not be permitted any Te et 2 

Mr. Miz1Kken. Well, I did not put it in that exact language. I 
told him it had been determined by the Bureau, sir, that it was to 
the benefit of the Government to contract without escalation. 

Senator Smaruers. In other words, no matter what language you 
put it in, it ended up that there was no escalation / 

Mr Muu1ken. That is correct, sir. 

Senator Smaturrs. Did you tell him there was another shipyard 
interested who would build it at a figure of arcund $100,000? 

Mr. Min1ikEn. I was in here yesterday and heard the two contrac- 
tors testify to the fact that I had told them that I had prices lower 
than theirs. 

Senator Smaruers. You are not now saying that you did not 
say that? 

Mr. Mitixen. That is correct, because I cannot recall saying it. 
However, I cannot deny two men who I think are honest, sir. 

Senator SMariers. There has been some testimony by the Admiral 
that these are marginal yards. I assume that you believed they were 
marginal yards, did you not? 

Mr. Mitxiken. The contract negotiator, if I may explain something 
to you, sir, is part of a team, he is the head of a team, he is advised 
by people who are qualified to say whether or not a yard is qualified 
to build certain types of vessels. I was advised by these people that 
Olson was qualified to perform as a contractor. 

Senator SmMatuers. Did you agree with the Admiral when, I be- 
lieve, he said, these were marginal yards? 

Mr. MitirKrn. I am not in a position to say whether the admiral 
is right or wrong, sir. 

Senator Saarrers. What I am driving at in this—Is it your opin- 
ion now, in the light of what happened, that you dealt too harshly 
with these yards? 

Mr. Miiur«rn. No, sir; I do not. And I do not believe that the 
oe themselves feel that way, sir. 

Senator Smaruers. Do you believe in the light of the 200 change 
orders, for example, that Olson had, that if you had known about 








1SO NAVY PROCUREMENT OF TUGBOATS 


the necessity for making 200 change orders, would you then have been 
willing to raise the figure which he got? 

Mr. ree n. We contract, sir, on the plans and specifications 
that are before us, and the same as Mr. Olson, I was under the im- 
atic that that was the ship that was going to be built. 

Senator Smaruers. Do you agree now that that was not what hap- 
pened ? 

Mr. MiLuiKen. Yes, sir. 

Senator Smaruers. And when this new feature came into it, it 
was that which made the difference between loss and profit to the ship- 
builder, is that not right ? 

Mr. Minuiken. Evidently. 

Senator Smaruers. So my question to you is this: Had you known 
what was going to happen, you undoubtedly would have been willing 
to give them a larger amount of money for the building of the ship, 
would you not ? 

Mr Miturken. Oh, yes, sir. 

Senator Frereuson. Mr. Olson, I think, indicates 





The negotiator told us that the 65-foot tugs to be built were of the same char- 
acter as had been built during the war, in the Olson yard, and would be built 
under commercial standards and practices, and he could contract them on a pro- 
duction basis 

Do you recall that? 

Mr. Miuurken. I recall, Mr. Chairman, the fact that I told—and it 
was my own impression of these tugs—and I told all of these con- 
tractors, that they could be built on a production basis, yes, sir. 

Senator Ferauson. And did you not think that they could be built 
on a commercial standard ? 

Mr. Minniken. Yes, sir. 

Senator Fercuson. And practice / 

Mr. Minurken. Yes, sir. 

Senator Frreauson. Do you know, asa matter of fact, whether or not 
when they got to making these changes, that the »y could be so built? 

Mr. MiturKkENn. No, sir: I do not know that. 

Senator Ferauson. You donot know that? 

Mr. MILLIKEN. No, sir. 

Senator Frrcuson. But you were under the impression and thought 
at the time that the contract plans that you had would allow these 
ships to be built on a commercial standard and practice? 

Mr. Minzixen. That iscorrect, sir. 

Admiral M \NSEAU, Mr. Chairman, might I just suggest something 
that we have Captain Vangeli explain the contract. provisions regard- 
ing changes under the contract. The changed procedure permits 
changes in price for the changes that are ordered. Of course, the ne- 
gotiation was conducted on the basis of the same contract plans and 
specificat ions that Mr. Olson bid on. 

Senator Fereuson. Let Mr. Milliken go on for a moment. 

Did you let all these contracts, or just the Olson contract ? 

Mr. Minniken. Olson and Missouri Valley Steel, sir. 

Senator Frrcuson. That is the one we had on vesterday. from 
Kansas ? : 

Mr. Miniiken. Yes, sir. 

Senator Ferauson. You did not know, then, that there was a boat 
already built from the plans, the contract plans? 
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Mr. Muurxen. No, sir; I was not aware of that, sir. 

Senator Frercuson. You were not told of that. 

Mr. MiItirken. No, sir. 

Senator Fercuson. Were these to be custom boats or were they to be 
standard ¢ 

Mr. Minuiken. What do you mean by custom / 

Senator Frrauson. Well, special built, because they were being 
built for the services ¢ 

Mr. Mitiiken. Well, I imagine they were to be brought up to serv- 
ice standards, yes, sir. 

Senator Fereuson. Had you let contracts before on tugs / 

Mr. Minuiken. Ontugs? No,sir. 

Senator Ferguson. Never on tugs / 

Mr. Mitniiken. No,sir. 

Senator Frrauson. Did you believe that the plans and specifications 
which were being given to them on the bids would be accurate enough 
to build these boats ? 

Mr. Mituixen. I thought so, sir, with my limited knowledge; yes, 
sir. 

Senator Ferguson. Well, why do you say your limited knowledge ? 

Mr. Miniiken. Because I am not a shipbuilder, similar to the offi- 
cers of the Navy, or Mr. Olson, sir. 

Senator Freravson. Well, you had never let a contract, then, for a 
tugboat ? 

Mr. Minniken. No, sir. 

Senator Ferguson. You are just a contract negotiator ? 

Mr. Minuixen. That is correct, sir. 

Senator Frreuson. You do not know anything about the actual 
construction, and so forth ? 

Mr. Miniiken. Oh, yes, I have had experience in shipyards. 

Senator Frerauson. What experience ? 

Mr. Minuiken. I had 5 years’ experience in United Engineering Co. 

Senator Frrauson. Are you an engineer ? 

Mr. Mitiiken. No, sir, I am not. I have no degrees, sir. 

Captain Vancetr. Mr. Chairman, Mr. Milliken has access to en- 
gineering talent in the conduct of his negotiations. 

Mr. Minnixen. Oh, yes. As I explained before, we have a team 
that negotiates contracts. 

Senator Frrcuson. Are you a civilian? 

Mr. Minniken. Yes, sir. 

Senator Fereuson. You were a civilian at that time ? 

Mr. MILuiKken. Yes, sir. 

Senator Frercuson. Did you know that these were going to be built 
for the Army ¢ 

Mr. MILLiken. Yes, sir. 

Senator FrerGuson. And the Navy was doing the contracting ? 

Mr. Minuik1n. Yes, sir. 

Senator Ferauson. Did you tell them there would be five different 
services that would have to inspect and approve ¢ 

Mr. Mituiken. No, sir. That was done at a later date, I believe, 
sir. 

Senator Ferguson. You did not know that, then? 

Mr. Mitiiken. No, sir. That was done at a later date, I believe, 
by an amendment. 
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Senator Frreuson. When you first came to the organization, or 
when you first came into this matter, rather, you did not know that 
there would be these five organizations ? 

Mr. Mitirken. No, sir. 

Senator Frrcuson. You merely were delivered these plans and 
asked to contract ? 

Mr. Mitxirken. Yes, that is correct. 

Senator Fereuson. And you were told in substance that the prices 
were about two hundred and how many thousand dollars? 

Mr. Mitiiken. I was not told. 

Senator Frercuson. You were not told? 

Mr. Mituixen. No, sir. 

Senator Frercuson. But you got your range from the prices that 
came in? 

Mr. Muaixen. Yes, sir. That is not an uncommon practice, sir, 
in the ne gotiating. 

Senator Frreuson. Then how could you tell these people—for in- 
stance, they say that Mr. Milliken said, “He finds the boats could be 
built for $102.24 and that the Navy never broke contractors.” 

Do you recall that 

Mr. Miti1xen. I do not recall that. 

Senator Ferguson. Do you recall the first part of it, that it could 
be built for $102,000 ? 

Mr. Miturken. No, sir. I do not recall that. 

Senator Frreuson. In fact, you did not know, did you? 

Mr. Mitnirken. No, sir. I cannot recall it, sir. 

Senator Ferevson. Did you know how much this boat could be 
built for? 

Mr. Mitiixen. No, sir, but I had completed negotiations with 
Missouri Valley Steel. I still had the records, there. 

When these people submit a proposal, they submit a cost analysis 
sheet which shows the man-hours, labor rates. overhead, that they 
are going to apply to this job. 

Further, Mr. Olson’s price was based on the construction of six 
vessels. It appeared to me, by my experience, that the construction 
of 10 vessels should run him cheaper per unit than the construction of 
6 vessels. All of those factors taken into consideration, I felt that 
Mr. Olson could reduce his price. And again, I would like to point 
out that I heard Mr. Olson and Mr. Oliver both say that if there had 
not been all of these changes in plans and change orders, that that was 
a fair and reasonable price. I cannot see where the Chair takes ob- 
jection to the provisions that were established, or the prices that were 
established, sir. 

Senator Smatruers. Except this: The only thing I do not under- 
stand is this: It seems that in such an operation the Navy, which has all 
these experts, would have figured out just about what this thing 
would cost, before letting any contracts in order to have some idea 
as to whether or not the first bidder was way off or whether he 
was accurate, 

Mr. Mirirken. Well, may I say here, sir—— 

Senator Smaruers. It seems to me that the Navy, with all the man- 
power and experts at its command failed to develop a proper pro- 
gram at arriving at what should be the correct price. 
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Admiral Manseav. Well, Senator, I think we can find in the 
record—and Captain Honsinger produced one figure showing we did 
have an estimate, but these are only estimates and, of course, a lot of 
people make estimates. The contractors made estimates, and we made 
estimates. 

Senator Smarners. You had an estimate at one time of $220,000, and 
then later on an estimate of $250,000. This man who was negotiat- 
ing—had none of that information—and from what he says, he ap- 
parently took the first lowest. bidder, and if he happened to be wrong, 
such action forced everybody to conform to that lowest bid. 

Admiral Mansgeav. There is mutual agreement and no one is forced 
to sign a contract. 

Senator Smatuers. Then they did not have to take the contract. 
I agree with you on that. 

Admiral Mansgeavu. Give us a month apart and we will make a dif- 
ferent estimate on a job. If an estimate was not wrong, it would not 
be an estimate, it would be a fact. We are in no better position to 
guarantee a price or a cost than anyone else. 

Recently, we made estimates of what we thought was a fair price 
for building the CVA-G1. Now, Newport News puts their talent to 
work and they come up with a quotation upon which they are willing 
to gamble. We cannot help but feel that their estimate is a better 
figure for them than anything we could arrive at. Different people 
make different estimates on the same job at different times. There- 
after, the costs come out to be different yet. 

Senator Smatruers. At the time Mr. Milliken negotiated the con- 
tract with Olson, which was in June 1951, why did you people not 
give to him your letter of February 1951, where you said that you 
thought it would cost about $220,000 to build the tug? 

Admiral Mansgav. I do not know the exact answer to that question, 
but I will say this, it seems to me that it is logical to feel that when 
bidders have hung their hats on their quotations, that their figures 
must be pretty good estimates, and we had a number of bidders all 
within a close range, one to the other. So when we had what you 
might call a refined estimate, we went ahead. 

Mr. Sruurs. Yesterday we were talking about Mr. Oliver. Right 
now, we have hung the Olson bid on the fact that Oliver had already 
concluded the contract. In answer to some questions from the chair- 
man, Mr. Oliver said, “They negotiated me down from $108,000 to 
$101,000.” 

Furthermore, in your statement and in letters from the Navy, we 
have the criticism of these small yards that they do not have the 
talents or the engineering or the accounting ability to be able to figure 
out a proper bid. Your own estimate says that the major problem 
is that they did not know what it was going to cost. 

Now certainly you had enough people so that you ought to know 
what it costs. If Mr. Milliken, here, is going to—by very sharp nego- 
tiation—knock these people down anywhere from 7 to 12 to 13 percent, 
it seems to me that he should have availed himself, or there ought to 
be some way that he could have availed himself of your own talents 
in the Bureau of Ships, in the United States Navy. 

Admiral Mansrav. He could have, I think, but it seems to me the 
main question is whether or not, at the time the contractors felt that 
they had a figure forced on them which they could not live with. 
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Mr. Forsyrue. If he had the $220,000 or $250,000 figure, according 
to some of these statements that have been made by you gentlemen 
today. he would have called all these contractors and said that they 
were way low. 

Admiral Manseav. Two hundred twenty thousand dollars included 
i lot of things besides contract plans and specifications. 

Mr. Minuixen. Sir, the $220,000, if I understand it correctly, is an 
estimate which includes the $114,700 central procured material. 

Mr. Forsyrne. We came down to $70,000. 

Mr. Mituiken. If you add the $114,000 which was the figure at 
that time, and take the S102,000, you have $216,000. 

Mr. Sruurs. All that means is that these shipyards, according to 
vour own estimate, are going to lose an average of $4,000, which comes 
out to $100,000, if they take 25 boats on contract. 

Mr. Miniiken. Well, yes; but those estimates were made some time 


ago. 
Mr. Sruurs. One thing worries me, Mr. Milliken: Now here you 
got in a group of them and two of them in this first flight were pretty 


much within range, as I think you call it. On what basis do you call 
up Mr. Oliver and say, “You are within range, but can you not bring 
it down a little bit?” 

And then you call Mr. Olson and say, “You are in range, can’t you 
bring it down a little bit 2” 

You got Olson down oe $117,000 to $102,000, which is roughly 
14 percent, ana you got 2 Mr. Oliver down from $108,000 to $101,000, 
which is 6.5 or 7 percent. 

Mr. Minuiken. What is your question, sir / 

Mr. Srvrts. On what basis do you figure—is it always Navy prac- 
tice to figure that these fellows are not giving you their rockbottom 
price and that you’d better talk then: down ? 

Mr. Munirken. It is always the p cactice to get the fair and reason- 
ible price which will satisfy both tte contractor and the Government. 

Mr. Struts. Was $108,000 out of line with what you were thinking 
of paying for this boat ? 

Mr. Mitiiken. I would not say 1. was out of line, sir, but $108,000 

as based on a quantity of eight v:ssels. This man was contracting 

I believe, 28. At the same tim, he was receiving a contract for 
65-foot cargo-passenger craft. 

Mr. Forsyrue. Does that have ar ything to do with it? Do you play 
the oth rcratt agvatnst the G5-foot i ont 4 

Mr. Mitirken. It would have tha tendency, perhaps, to reduce the 
overhead of the man’s shop. 

Mr. Forsyrur. You do not know that, though? You do not know 
how he is going to run his yard? 

Mr. Mitrken. He tells me. 

Mr. Forsyrur. Was he satisfied, when you asked him if he could 
come down on the basis that he had other Government business, did 
he go along with that, sir? 

Mr. Mititrken. He signed the contract, sir. 

Forsyrne. That was not the question. Was he happy about 
it? Did he protest to you? Did he say he did not like that type 
of thing? 

Mr. Mirtiken. He did not appear to be unhappy, sir, no. I do 
not recall whether he called me names or whether he kissed me. 
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Mr. Forsyrue. Is it your practice to juggle one contract against 
the other ¢ 

Senator Smaruers. If you do not mind, 1 would like to ask the 
admiral a couple of questions. 

Admiral, you read this letter here of January 25, 1954, which was 
written to your people about “Let’s hurry up ‘and pay these claims 
on these boats,” and “prompt and equitable action”—at the time you 
wrote that letter, what was the basis? Why did you write that letter 
at that time ¢ 

Admiral Mansravu. The reason the letter was prepared at that 
time was that, whereas—in fact, everything contained in this thing 
is standard, accepted practice—there were indications that some of 
the people in the field were following one practice and others were 
following another—— 

Senator Smaruers. While it was standard, accepted practice, never 
theless there were people in the field who were not following the 
standard, accepted practice. Is that not correct? 

Admiral Manseavu. That is right. There were different ideas of 
how to do the job, and there were plenty of indications that change 
orders were piling up and that delay claims were coming in, so we 
wanted to be sure that all the people understood the eround rules 
for processing the request for change orders, and lay the groundwork 
for expeditious handling of the delay claims. 

Senator Smaruers. When you say people in the field were not all 
following the same practice and the same standards, you are referring, 
of course, to your inspectors and local supervisors of ships? 

Admiral Mansrav. That is right, we had indications that indi 
viduals in an office had one version of how 

Senator Smatuers. You felt it was necessary to reemphasize what 
was standard policy 4 

Admiral Mansgeav. That is right. 

Senator Smaruers. Althought you admit the reason this letter had 
to be written it was because they were not following standard policy 4 

Admiral Mansravu. That is because there were indications that 
all of them did not understand the policy and were not following it 
the way they should. 

Senator Smaruers. We can assume from that that the supervisor 
of ships in Jacksonville or the supervisor in Chicago, were not follow- 
ing the program or the practice themselves. 

Admiral Mansreavu. They were not following it to a “T,” and we 
wanted to make sure that they all understood it in the same way 
and would take reasonable equitable action. 

Senator Smaruers. It was because there was not a standard prac- 
tice being followed by you people in the Navy, that you put the 
letter out ¢ 

Admiral Manseav. If you want to put it that way, yes. I would 
hesitate— 

Senator Smaruers. At the time you put the letter out, how many of 
these shipyards had alre: ady gone broke ? 

Admiral Mansrav. Oh, that letter went out in January. 

Senator SmatHers. Do you think if you put this letter out a year 
prior to January 1954 that you might have saved some of these ship- 
yards from going a 

Admiral Mansrav. I do not think so. 
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Senator Smaruers. Then why did you put it out at all ? 

Admiral Mansrav. Because we wanted to be sure that everyone in 
our organization understood just what the Bureau expected of them in 
this. 

Senator SmaTHers. And because prior to that time it was clear that 
everybody did not understand what the Bureau was trying to do? 

Admiral Manseav. It was pretty clear that different people : saw 
things in different ways; yes. 

Senator SwarHers. When some shipbuilder came in and said he was 
being treated differe mntly in one area of the country even though he had 
the same kind of a contract as another company, he had to comply— 
you understand that actually did happen ? 

Admiral Manseav. That is right. We wanted to have expeditious 
iction to handle as much in the field as we could. When it comes to 
ihe Bureau, all claims got the same treatment. 

Senator Smaruers. Have claims been handled more expeditiously 

nee the letter of January 1954? 

Admiral Mansrav. I would rather pass that. I do not have first- 
hand information on that. 

Senator Smaruers. Captain Vangeli—— 

Captain Vanoeut. It is my impression that they are being handled 
more expeditiously. 

Senator Smaruers. There was considerable complaint on the part 
of shipyards prior to the issuance of this letter in January 1954, 
were there not, that these claims were not being handled expedi- 
tiously? Isthat not a fact? Did not the yards claim they could not 
vet their money ? 

Captain Vanceur. To come back to what Senator Ferguson said, 
what action we were taking, this letter is part of the action—we follow 
these contracts very closely, and while we do not have a formal report 
on each one, we do follow the administration of these contracts closely, 
and as a result of following the administration of these contracts, I 
became persuaded that not all claims were being handled as promptly 
as they might be, or being handled as uniformly as they might be, and 
as a result this letter went out. 

Senator SmarHers. Did you know prior to this letter, that Mr. 
Olson and the Smith Co. had had to send representatives to Washing- 
ton to try to get some action, because it was their contention that the 
N: . y was not hi indling these claims expeditiously ? 

Captain Vanoett. Oh, yes; I had met with various shipbuilders, 

Senator Smarners. And it was because of their complaint that the 
supervisor of ships at Jacksonville, Fla., was holding up claims and 
Wi im making it impossible for them to complete contracts ? 

Captain Vancett. The letter was not put out because of any know!l- 
edge that the supervisor of shipbuilding in Florida was not doing a 
job. It was the result of impressions gained from traveling around 
the country and talking to many people. 

Senator SmaTners. Was it because there may have been others than 
the Jacksonville case ? 

Captain Vanceui. As the admiral pointed out, we have many, many 
field officers and contractors and people administering this work, and 
there is bound to be a variation in the interpretation of regulations and 
laws, and we were simply reminding them of what our interpretation 
of those regulations was. 
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Senator SmarHers. I want to ask the admiral this question: 
Admiral, I cannot reconcile your statement of the urgency of build- 
ing these ships i in 1951-52, and so on, as you have testified here tod: uy, 
and the fact that you would permit some 200 change orders to go 
to one particular shipbuilder on one particular tugboat, all of which 
obviously would delay it. How do you reconcile the urgency, with 
all these change orders? 

Admiral Mansrav. It is difficult from where we sit now to recon- 
cile our thinking today with what it was 3 years ago. 

Senator SmarHers. How did you reconcile it at that time? 

Admiral Mansgau. As the change orders went out, 1 by 1? 

Senator SMaruers. Yes, at the time you said there was so much 
urgency and when the change orders were going out. 

Admiral Mansrav. All right, sir. I think that goes back to what 
[ hoped Captain Honsinger * would be able to give a little disserta- 
tion on, and that is the conditions under which a shipbuilder carries 
out his contract, how he starts with contract plans and specifications, 
how he starts with 

Senator Smaruers. I know all that. I just wanted you to answer 
the question, if you can. How do you reconcile the statement of 
yours, concerning the urgency and the speed with which things 
should have been done in 19! 51, and the fact that there was issued to 
one shipbuilder 200 change orders on the first tugboat, all of which 
you realized would take time and would delay the completion of 
that tug’ 

Admiral Manseav. It would not necessarily delay the completion 
of the tug. Some of the mandatory changes would. Any ship- 
builder who was in a position to carry out this contract expeditiously, 
he could have finished the boats on the plans he had and then if 
there were changes that came out, they could be made in the com- 
pleted boat or they ont not have been made. He still could have 
carried out his contract. 

Senator Smaruers. Are you saying that these change orders did 
not delay the completion of the tug? 

Admiral Manseav. I am not saying they did not. I said any such 
tugboat builder, having one set of contract plans and working draw- 
ings could 

Senator Smarners. Let us not talk about some theoretical place; 
let’s talk about someone who actually had a contract and the Navy 
knew the person had the contract. ; 

Admiral Mansrav. Let me ask one question: Did we hold up any 
building on account of changes other than the one for the engines, 
did we have holdups? 

Captain Honsrncer. We issued holdups on many of these. 

Admiral Mansrav. Every holdup would have stopped work. 

Senator Smaruers. How do you reconcile that with the fact that 
it was so urgent to get these built ? 

Admiral Manseav. I will have to pass that to Captain Honsinger, 
too, because that would depend on the nature of the change order, 
how mandatory it was, at what stage of the game the change order 
was issued, and at what stage it was issued and the building. 

10 See statement subsequently supplied by Capt. L. V. Honsinger, Bureau of Ships, p. 189. 
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Senator Smaruers. Before we pass to Captain Honsinger, let me 
ask you a couple of other questions that I am interested in knowing 
about: Are you still building these tugboats ? 

Admiral Mansgav. We still expect to finish 87 of them, I believe. 

Senator Smaruers. Do you still find the urgent need for them 
that existed in 1951? 

Admiral Manseav. Times have changed, and the same emergency 
does not exist. 

Senator Smatuers. Do you still find a need for the tugboats? 

Admiral Mansgav. The customer—I mean the Army still indicates 
a need for those boats. 

Senator Smatuers. But they got them originally on the basis of 
the situation in Korea? 

Admiral Mansgav. I do not know that, sir. Colonel Glore might 
be able to answer that, sir. 

Senator Smatuers. Do you know how much money these ship- 
builders claim the Navy owes them ? 

Admiral Mansgav. I do not have those figures at my finger tips. I 
know different contractors had claimed different amounts. I believe 
we have all those figures, here. 

Captain Vanece.t. Yes, sir. 

Senator Smatruers. Do you know—and I think I am reading from 
the Navy figures—that the Navy estimated this would cost some 
$23,716,000, to build 99 tugs? The last count we have gotten is 87? 

Mr. Srutts. Yes. 

Senator Smaruers. And the cost is $26 million, to complete them, 
and now you are asking for a new increase of $2,472,000. Is this to 
go ahead and finish the contract for 99 tugs or is this money to be used 
to pay any of the shipyards which claim that you owe them money? 

Admiral Mansgav. I would like to pass that question over to Cap- 
tain Honsinger. I believe he has an estimate of what we figured it 
would cost. 

Captain Howsineer. As the admiral said, estimates change from 
time totime Our present estimate is $22,500,000. That does include 
money to pay the claims that have come into us, not in toto, but to 
settle with these shipbuilders. 

Senator Smaruers. I do not want to see the Government lose any 
money that it should not lose, and I assume no one does. On the 
other hand, I cannot help but believe that the shipbuilders are entitled 
to get that which they have earned. 

How do you propose to go about settling these claims with these 
shipyards? 

i I gathered—just let me read these figures: Missouri Valley now 
claims $907,000 ? 

Mr. Struts. Yes, sir. 

Senator Smaruers. Fellows & Stewart claim $1.6 million. 

Olson claims $241,000. 

American Boiler Works, $350,000. 

Smith Shipyard claims $817,000. 

How do you propose to settle these claims? What is the procedure 
for arriving at what! ; 

Admiral Manseav. I would like to have Captain Vangeli answer 


that, sir. 
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Captain Vancexi. The procedure is to ask the contractor to write 
the Bureau a letter, via the supervisor of shipbuilding. 

Senator Smaruers. That is the admiral? 

Captain Vaneet. No; the local man. Write to his local inspector 
and say, “I have been damaged by reason of the actions of the Gov- 
ernment—the following actions of the Government—to the following 
extent,” and then set forth, to the extent that he is able, what events 
or what happened to cause this damage, and if he can, to put a valua- 
tion on each of these things where Government action has damaged 
the contractor, by delaying him; he must indicate what, if any, action 
on his part contributed to the delay or caused a simultaneous delay 
and thus reduced the damage attributable solely to the Government. 

He writes this request for damages and sets forth his reason for 
claiming these sums, to the supervisor of shipbuilding, who has been 
there during the entire time and is in a position to comment on the 
statements of the contractor. The contractor’s claim and the super- 
visor of shipbuilding’s comments come to the Bureau 

Mr. Srutts. He also settles, himself? 

Captain Vancet. Not the delay claims. I am talking now about 
delay claims. The delay claim comes into the Bureau. It is analyzed 
by a team of engineers, a lawyer, and a negotiator, and if we need 
any more information, we ask for it. 

At the same time, we ask a cost inspector to look at the company’s 
books and verify these costs. When we believe we have all the in- 
formation we need, and as promptly as we can, we set up a meeting 
with the shipbuilder, either in Washington or at his plant, and most 
of the time it is at his plant, and a team from the Bureau consisting 
of a negotiator, a lawyer, and an engineer, armed with full authority, 
goes to the contractor’s plant or meets with him in Washington, 
goes over the claim, and to the extent that we think it is justifiable 
under the terms of the contract and the laws, we pay for the damage 
caused by the Government. 

Senator Smaruers. Thank you, Captain. We are going to have 
to recess for 10 minutes. 





SUPPLEMENTAL STATEMENT OF Capt. L. V. HOnsInGER, USN, Director, Sure 
TECHNICAL DIvision, BUREAU oF SHIPS 


Hearing before Senate Select Committee on Small Business on 65 tugboats on 
May 19-20, 1954 


1. During Mr. Oliver's testimony it was not clearly indicated that much of the 
delay in the tugs was occasioned by an agreement between Missouri Valley and 
the Navy that since he had two contracts, he would first build the 65-foot PC 
boats and thereafter start construction and complete the 65-foot tugs. This 
agreement meant the acceptance of at least a year’s delay in the completion of 
the tugs. 

2. The builders indicated that the Navy seemed to settle change orders 60 
cents on the dollar. To guard the Government’s interest, it is essential that 
the Navy analyze and examine all claims. Also, at times some claims are 
exorbitant and every effort is made to reach agreements more nearly in keeping 
with probable actual costs, for example: 

1. The Navy wanted the single electrical outlets near the refrigerator changed 
to a double electrical outlet. Material had not been purchased. The only change 
was material, it being no harder or easier to install a double electrical wall 
socket than a single. Contractors claim was for $36 per vessel. The Navy settled 
for $2.32, the actual difference in cost between single and double outlets. 

2. The Navy requested the contractor to conduct a review of all drawings and 
purchase orders for use in submitting component data information to the Army. 
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The contractor’s estimate for this work involved an increase of $19,857 for the 
contract. The claim was settled for $20 for the contract. 

8. Commercial versus Navy versus custom-built tug. 

(a7) Material: Quality of material varies depending upon specifications. For 
example, commercial specifications are less rigid and less costly than Navy. The 
specifications for these vessels required commercial material with a few excep- 
tions where Federal or Government specifications are indicated. The centrally 
procured material was purchased in accordance therewith and it is assumed the 
shipbuilders followed commercial specifications as their contracts called for 
them to do in the great majority of cases. 

(b) Workmanship: A first-class mechanic does first-class work whether in a 
commercial shipyard on a commercial ship or in a naval shipyard on a naval 
ship. In other words, a mechanic who is qualified to do first-class commercial 
work is qualified also to do Navy work. The distinction between Navy standards 
and commercial standards lies in the quality of the finished product; Navy 
standards basically require a higher degree of finish. Accordingly. a first-class 
mechanic working on a Navy job would be expected to smooth off protruding bolts, 
which he might not have to do on a commercial job. The specifications for this 
ship required compliance with good commercial practice, not Navy practice. 
our inspectors were cautioned that these tugs were being built to commercial 
standards, and it is believed that inspection requirements were for the most part 
consistent with these standards, and that excessive requirements were not 
imposed. When work was turned down it was because the work failed to comply 
with the specifications or because the work did not fairly meet the requirements 
of good commercial practice and would not have been acceptable in a commercial 
ship. 

4. The impression was given that the builder was told he would have a General 
Motors engine in the tugs he was to build. The contract specifications stated 
“General Motors or equal.” 

5. The question was raised but unanswered that we should have been buying 
commercial tugs. Virtually all tugs, as is so with all ships, are designed and 
built for a specific purpose. In this particular instance, the characteristics 
desired by the Army were followed and were such that this particular tug and 
none other would comply with the specifications. The following quotes the 
Army’s characteristics dated April 11, 1951: 

“The vessel shall be suitable for assisting in salvage and the fire-fighting work 
with the addition of a pumping kit designed for the vessel.” 

“The vessel shall be suitable for deck loading on large vessels and shall not 
require floating cranes larger than 100 tons capacity for the lift.” 

“The vesssel shall be suitable for launching from an LST and for transfer in 
an LSD.” 

“The vessel shall be suitable for running aground when required for effecting 
emergency repairs.” 


“Temperature limitations 

“(1) The item is required for use in harbors and on inland waterways, and 
shall be designed to have the inherent capability of acceptable performance on 
open water within an air temperature range extending from + 125° F. (minimum 
exposure of 4 hours with full impact of solar radiation, 360 B. t. u./ft. sq./hr.) 
to +10° F. (minimum exposure of 3 days without benefit of solar radiation). 
Kits to extend the basic functioning range are not required.” 

“(2) The tugs shall be susceptible of safe storage and transportation without 
permanent impairment of its capabilities from the effects of temperature. The 
storage range will be from +160° F. for periods as long as 4 hours per day, to 
+30° F. while in water, and to —80° F. for periods of at least 3 days’ duration 
while out of water.” 

“Materials: The vessel shall be constructed of readily available, nonstrategic 
and noncritical materials to the greatest extent practicable. Materials and 
components shall be suitable for their purposes.” 

6. When Mr. Rosenblatt was testifying, the question was asked why the Bureau 
of Ships did not develop the working plans with their own employees. Mr. 
Rosenblatt replied to the effect that the Bureau didn’t have enough men. 

The Bureau of Ships does have a relatively small Ship Design Division. These 
people are employed in designing ships up to the stage of contract plans only. 
For example, for an aircraft carrier they may draw perhaps 75 plans to prove 
and set the outline of the design and certain details which are contractually re- 
quired. On a destroyer there might be 30 or 40 plans. These plans then are 
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the so-called contract plans which are sufficient only for shipbuilders to use in 
conjunction with the contract specifications for bidding purposes and subsequent 
development of working plans. 

Once the shipbuilding contract is let, the working plans must be developed not 
exceeding the intent of the contract plans or the provisions stated in the contract 
specifications. For the larger ships, this is normally done by the shipbuilder as 
he does have in his yard a drafting force of sufficient size and capability for do- 
ing the job. As the plans are developed, it is an easy matter for the draftsman 
to walk down to the shop or waterfront and check with the work to correct inter- 
ferences which are not so evident in two dimensions on the drafting table. This 
the drawing of plans in the yard where the ship is built, is the ideal situation. 
But even then many interferences between plans are found and must subsequently 
be corrected by plan alterations. Where there are 75 contract plans for an air- 
craft carrier, there are 6,000 to 8,000 working plans required. 

For the smaller ships which are usually built in considerable number, and in 
two or more yards, it is essential from the point of view of economy today, as 
well as logistic support for repairs in the future, that all ships be sister ships, 
built to the same plans. The small yards, and 90 percent of our shipbuilding 
contractors are so classified, do not, with few exceptions, have drafting forces 
sufficient to handle the average multiple-ship program in their drawing rooms, 
Accordingly, we fall back on the design agent for our working plans, and procure- 
ment centrally of all principal machinery items for all builders, 

Such is the situation we have for the 65-foot tugs with Rosenblatt procuring 
the principal items and developing the working plans. There are about 80 work- 
ing plans, based on about 2 dozen contract plans, 

In September 1952, realizing some of the difficulties we were encountering— 
some of which are reflected in what was brought out during the hearing, we dis- 
cussed with the Army the use of common designs. Immediate agreement was 
reached. The Army and Navy get together, decide on characteristics agreeable 
to both, and the Navy then develops one set of contract plans and specifications 
to suit both services. The Air Force will be drawn into this at the first oppor- 
tunity. (Under unification, the Navy is responsible for procurement of water- 
craft for the Army and Air Force.) Contracts let under this arrangement should 
be less complex than has been the case for this 65-foot tug program. A contract 
for the first vessels under this arrangement was let last month. 

7. With regard to several material items, the record should be corrected as 
follows: 

(a) The water cooler claimed to be capable of serving 250 men is a cooler 
about 15 inches square and 40 inches high, the smallest commercial-size avail- 
able under Federal specifications. Any smaller cooler would have been custom- 
built and it would have cost more money. 

(b) The stove reputedly capable of serving 22 men is comparable to a 4-burner 
range, and is but little larger than one used in the home. A 2-burner hot plate 
would not suffice to provide meals for the crew of 6, and for stevedoring crews 
or other personnel who would be serviced from this tug in out-of-the-way 
locations. 

(c) The coffee urn was stipulated by the Army as size No. 2. It has a 50-cup 
capacity and was ordered this size for reasons under (0b) above. 

(d) The refrigerator reputedly was procurable from one manufacturer only. 
This is an 8-cubic-foot marine type refrigerator ‘. accordance with Federal 
specifications. It is used by the Navy. There are at least 5 regular companies 
which normally bid when the Navy procures. 

(e) The sink which Mr. Olson preferred to make of stainless steel rather 
than of galvanized iron was made of galvanized iron to conserve nickel, at that 
time a critical material. 

8. The correction of list on the vessel was stated as costing $90,000. The 
actual total cost for all vessels was $74,045, averaging much less than $1,000 per 
vessel in the program. This cost, of course, did not apply to all 99 vessels 
but only to those few which had been completed to the stage wherein rework 
and rearrangement was neccesary—for Mr. Olson, about 6 vessels. These 6 
vessels absorbed $54,000 out of the total cost of $74,045 and the remainder was 
distributed among about 14 other vessels in the program. 

9, The record indicated that the Navy was changing the propeller now, which 
Mr. Olson had recommended over a year ago. No change of the propeller is 
planned although one with a different pitch than originally procured was tried. 
The results did not warrant a change. Different shafting is being procured 
for all tugs at a cost of about $3,000 per tug. This shafting will be installed by 
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the Army for a few hundred dollars, at the first routine docking of these 
vessels. This change, which resulted from a calculation, later confirmed as nec- 
essary at the trials of the first completed tug in August 1953, will lower the 
minimum critical vibration range and allow a drop in minimum speed from 
about 6.5 knots to 4.2 knots. 

10. Changes.—During the hearings, various terms were used. It is hoped the 
following will clarify this subject. 

(a) Plan alterations.—There were 480 plan alterations issued on the 83 plans. 
An alteration might consist of only a single item, or might cover two or more 
items in cases of related items, where, for example, moving one piece of equip- 
ment might require moying other pieces. Each relocation would be counted as 
a separate item. A major alteration, such as resulted from the change in steer- 
ing gear, might comprise as many as 15 related items. The total number of such 
items was 780, incorporating every modification, addition, or deletion to the 
plans after the plan was first completed. In addition to dealing with technical 
changes that would actually affect the work, such as changes in equipment, 
revisions in dimensions, relocations of equipment, a large number of plan altera 
tions dealt with matters of a strictly procedural or administrative nature which 
had no effect whatsoever on operations. For example, alteration “A” of each 
of the 83 plans was simply a notice of the fact that the plan had been approved 
by the cognizant supervisor. Many other alterations were notifications of 
approval of a plan by ABS, Coast Guard, or USPHS. A more complete analysis 
of the alterations would demonstrate that a great many were of a nature that 
did not in any way alter the requirements of the job or in any other way inter 
fere with the contractor’s operations. 

During the construction of the vessels both the builders and inspectors proposed 
improvements in the construction some of which appeared desirable at the 
time and were incorporated as plan alterations applicable to those vessels on 
which that part had not been started. The above is normal shipbuilding prac- 
tice, but on June 30, 1953, it was realized that for this program with these 
builders with the number of ships in various stages of completion, the number 
of plan alterations was disrupting the builders. Accordingly, the freeze order 
referred to during the hearings was issued Subsequently, as a result of 
experience with the first tug completed, the customer, the United States Army, 
desired to incorporate on tugs not yet completed certain additional alterations. 
Each of these was thoroughly discussed and many of them were discarded. The 
freeze order on design, however, was relaxed at that time to incorporate those 
alterations which were most desirable, seven only of which were approved 
as mandatory. 

(b) Change orders.—Change orders are official modifications of the contract 
und cover departures from the intent of the contract plans or changes in the 
requirements of the contract specifications or both. These are issued only by 
the Bureau of Ships. They do not cover plan developments which lie within 
the intent of the contract plans and specifications Change orders generally 
result in increased cost but may result in no cost or in reduced cost. There 
were 48 of these issued on the first flight and 60 on the second flight of tugs. 
Most of these change orders stemmed from the following general actions: 

(1) Added requirements in fall of 1951 for ABS, USPH, and Coast Guard 
certification. This necessitated inspection by these agencies and conformance 
to their latest rules. 

(2) Incorporation in the spring and summer of 1952 of the corrections desired 
by the Army as a result of completion and inspection of the prototype vessel. 
This was built by Jakobson for the Army. 

(3) Incorporation in the vessels of changes required to correct the list. 

(4) Incorporation in the vessels of changes as a result of sea trials and 
inspection of the first vessel completed in this program by Olson in the spring 
of 1958. 

11. Mr. Rosenblatt indicated that it was dangerous for shipbuilders to bid on 
contract plans. This Bureau disagrees. Shipbuilders have been bidding on 
contract plans and specifications for decades and have been completing ships 
in accordance with the specifications and the intent of the contract plans, with 
no more danger than any other construction contractor faces. 

There appeared to be apprehension lest the design agent prepare working plans 
at considerable variance with the contract plans used for bid purposes. This he 
cannot do with impunity since the design agent must develop plans which are 
in conformance with the contract specifications. The shipbuilding trade has 
recognized this for many many years and in those cases where plan development 
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indicates a departure from contract specification or the logical intent of the 
contract plans, the contract requires that a contract modification or change 
order be issued authorizing such departure from the contract as bid upon. The 
changes article of each contract provides for this. 

(See Letter of Transmittal from Adm. B. E. Manseau, appendix 15, en- 
closure 1, p. 261.) 

(Short recess taken.) 

Mr. Forsyrue. Mr. Milliken, I want to clear up one point on nego- 
tiations. Did you say you negotiated the Rosenblatt firm ¢ 

Mr. MinuiKen. That is right. 

Mr. Forsyrnr. That was a cost-plus-fixed-fee contract; is that 
right? 

Mr. Minzixen. That is correct; it was. 

Mr. Forsyrue. In reading over these contracts, one thing seemed 
rather strange as the testimony came out, and that is that the design 
agent got a cost-plus-fixed-fee; you shipbuilders themselves got a 
fixed- price contract. 

Now, in just going into the cost-plus-fixed-fee contract, I think it 
was stated that the policy of the Navy on that type of contract is 
that it should be limited in its use and the negotiators should try to 
avoid it. 1 think that is the statement made in the Navy negotiator’s 
handbook; is that correct ? 

Mr. Mirturxen. That is correct. 

Mr. Forsyrue. Was there any other type of contract discussed with 
the Rosenblatt firm when you were negotiating with them? Did you, 
in other words, try to avoid this cost-plus-fixed-fee contract with 
them ? 

Mr. Mituiken. | cannot recall whether I did or not, sir. 

Senator Fereuson. Did you think it was your duty to do so? 

Mr. Miti1ken. Was it my duty to discuss a fixed-fee contract with 
them ¢ 

Mr. Forsyrue. Try to avoid a cost-plus-fixed-fee contract. 

Mr. Mitirken. Yes; it is my duty to try ahaa yes, sir; where 
we feel that both the contractor and the Navy can establish a fair 
and reasonable price. 

Senator Frrauson. Could you not do it on a contract such as the 
Rosenblatt contract ¢ 

Mr. Mitir1Ken. I do not feel that we could; no, sir. On design 
work, in ny opinion, for a large program like this, it is difficult to 
fix the price. 

Senator Ferauson. You say a large program. Wasn't this just in 
fact, two boats that you were going to have many of made in the same 
yard, or in different yards, rather? 

Mr. MiturKken. Sir? 

Senator Frerevson. It was only a tugboat and another boat; is that 
right ? 

Mr. Mriuixen. That is right. 

Senator Miiix1n. You do not consider this a big contract, do you? 

Mr. Mit1i1KEN. No, sir; but at the time we negotiated with Rosen- 
blatt we were not aware of how many shipy ards would be in the 
program. 

Senator Fereuson. What difference did the number of shipyards 
make? All they did was to draw the plans for one boat, and then you 
would send them to different yards. 
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Mr. Minuixen. The design agent, sir, furnished the plans to the 
various yards. 

Senator Fercuson. Well, they are copies, are they not? 

Mr. Mruurken. Yes, sir; but he also receives any comments or rec- 
ommendations from those shipyards. He may forward them to the 
Bureau, he may change the plans. 

Senator Frrcuson. He has no authority to change plans without 
Navy approval. 

Mr. Mruuixen. No, sir: he does not. 

Senator Ferauson. So they would come through the Navy; would 
they not? 

Mr. Miniiken. Yes, sir, they would. 

Senator Fercuson. Did the Navy have any designers, at that time? 

Mr. MiixtKen. Do you mean did we have a design staff, sir? 

Senator Frereuson. Yes. 

Mr. MuurKen. I think so. 

Senator Frerauson. Well, do you not know ? 

Mr. Miiurken. Yes, sir; I do know. 

Senator Frercuson. Why did you not have the Navy design this 
when you already had a plan drawn up? 

Mr. Mittrken. That is something that is not in my bailiwick. 

Senator Frercuson. Now, who is responsible for that ? 

Mr. Miturxen. I would say that would be the Chief of the Bureau, 
sir. 

Senator Fereuson. Now, who was the Chief of the Bureau at that 
time? 

Mr. Miturxen. Admiral Wallin. 

Senator Fereuson. Is he in the service now? 

Admiral Manseav. He is the commander of the shipyard at Puget 
Sound. We have design or organizations in our naval shipyards. How- 
ever, for practically the entire period since Korea up until very re- 
cently jets people were very, very hard to come by. We could not 
get enough engineers, or design people in any one of our plants. We 
went to the great extreme of trying to get people or iantenll into design 
agencies to do some of our design work for us. 

Senator Fercuson. Where you had the standard plan, the contract- 
ing pl in, as they call it, would this not have been the easy thing for 
the Navy to have supervised ? 

Admiral Manseav. It would have if we did not have so much other 
work for which we could not assemble design talent. We had many 
conflicting requirements. We had the shipyards full of work. We 
tried to get independent design agents in the business so that private 
enterprise would get some work, both large and small business, and 
it was a matter of getting design work done where you could. 

Senator Frrevson. Now you contemplate in one statement that 
Rosenblatt had the personnel. They say they did not have it and 
that he had to pick them up. 

Admiral Mansgav. He had the organization and what we considered 
to be the management and the ability to organize the design agency 
to carry out this program. That does not mean to say that he did not 
have to scratch pretty hard to find people to fill out his organization. 
He had the makings of it. 

Senator Fereuson. You do not consider that the ship business was 
going strong at that time, in 1951? 
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Admiral Manseav. It was beginning to go strong in 1951, yes, sir, 
and throughout the country we could not get enough design engineers 
to fill our needs. We just could not do it. 

Senator Fercuson. Do you have them now ¢ 

Admiral Manseav. The business having dropped off, the situation 
has eased up. In some areas we still find difficulty in getting the right 
talent and enough talent to fill all our design positions. Of course, 
selective service takes quite a number of our people even today in 
the Bureau of Ships. We lose people faster than we can recruit them, 
among the engineers. We lose them through normal attrition, re- 
tirement, death, and so on. We lose them to private industry and we 
lose them to selective service. 

Senator Fereuson. Selective service does not take them over 25. 

Admiral Manseav. No, sir; but it takes the talent—the only source 
we have, practically speaking, for engineers right now in the Bureau 
of Ships, is to go out to the universities and recruit people who are 
graduating. We take them on, train them for a little while, in the hope 
that maybe we can get some work out of them before the draft gets 
them, and that they will either come back to us or to some other agency 
that needs them, and they will serve their term. That is the situation 
as it exists tod: ay. 

I have met several times with the selective service people trying to 
get some relief so that we would be able to maintain some continuity 
and manage our engineering sections of the Bureau of Ships. 

Now, with regard to the type of contract, I think I might shed a 
little light on that. This particular program involved a large number 
of tugs in a number of yards. Small yards. Small business. I do 
not think any one of them has a design section or even a nucleus of 
one. So that, inasmuch as the drawing of plans is necessary for the 
guidance of the mechanics, the design agent really works and serves— 
works for and serves the contractor. If he has a fixed-price con- 
tract—for example, the design agent does, and he sees himself losing 
money—he may skimp on his plans, he may provide plans which are 
not good, thereby laying the gates open for claims against Govern- 
ment-furnished material for inadequacy of plans, so that for that 
type of a situation it is almost necessary to have a cost-plus contract 
so as to avoid, insofar as possible, complaints that may come back 
from a shipbuilder. 

Now, one way to avoid that, and the way that we do wherever we 
can, even in multiple-ship programs, with multiple yards, if we can 
get one builder who will take the lead and draw the working plans 
that he will build from, then by subcontract he can make those plans 
available to following yards and that relieves the Government of the 
responsibility. It establishes the rel: itionship between the contractor 
and the lead yard. 

In those cases, in a situation like that, you can have a fixed- _— 
contract. For example, Newport News, when they build a CVA-61 
they have a fixed-price contract, which covers the cost to build the 
ship with all the plans they need 

Senator Frrcuson. Is that not a standard article now? 

Admiral Mansrav. What is that, sir ? 

Senator Fercuson. The ship that you are talking about. 

Admiral Mansgav. The carrier? 

Senator Frereuson. Yes. 
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Admiral Mansgav. Not exactly; no, sir. 

Senator Frreuson. Would you tell me this: Why did you not cancel 
these contracts when these people were falling behind? If it was 
their fault. 

Admiral Mansgav. It is not anything but a matter of contractual 
relationship between two people. Some people said they wanted to 
complete the contract and it seems to me that we would be at fault 
if we did not allow them to complete if they felt they could. When 
they default, then of course, we must take action. 

Senator Frereuson. Were there not defaults in these contracts? 

Admiral Mansrav. Not in all of them. 

Senator Fercuson. In what ones were there not ? 

Admiral Mansgav. Well, American Boiler and Olson. 

Senator Frrcuson. They completed theirs? 

Admiral Mansgav. No, sir; they defaulted. 

Senator Ferauson. Don’t you consider that the Missouri yard— 
which one is that? 

Admiral Mansgav. Kansas? No, sir. 

Senator Frereuson. Did they not default? 

Admiral Mansgav. No, sir. 

Senator Fercuson. They were to deliver ships in 1952 

Admiral Mansgav. They did not meet all the provisions of the 
original contract and we have had to make amendments and changes 
in the contract to enable the contractor to meet a date that is reason- 
able. It is a matter as to which is of the greatest advantage to the 
two contracting parties. 

Now, I think Missouri Valley would probably be unhappy if we 
closed them out because they did not deliver on time, because we 
can still get the tugboats as quick from them as I think we can get 
them from anyone else. 

Senator Frrcuson. How much more did it cost to complete this 
contract than your contracts called for? How much will it cost? 

Admiral Mansgav. For the entire lot? 

Senator Frrevson. Yes. 

Admiral Mansgav. What are those figures, again ? 

Captain Honstncer. They are about $20,000 per vessel more than 
we estimated. 

Senator Ferauson. $20,000 more than you estimated, the $220,000? 

Captain Honstneer. Yes, sir. About $240,000. That is not the 
contract price, that is the appropriation price. 

Senator Fereuson. What is it going to cost you in the end, more 
than you contracted for, to complete this contract ? 

Captain Honstnorr. The figure I gave you, $20,000 times 99 vessels. 

Senator Fereuson. But then you took $15,000 off of the amount for 
the engines. 

Captain Honstneer. That is included in that, sir. The contract—I 
mean the whole ship. If you would like to go back and talk about the 
contract with the shipbuilder only, which did not include the centrally 
procured material, then that is a different number. 

Senator Frreuson. Allright. Now give us both those figures, what 
it cost you more for the ships alone and what it cost you more for the 
equipment. 

Captain Honstneer. I will have to calculate it, sir, and give it to 
you in just a moment. 
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Mr. Srvutts. It was roughly $40,000 less than centrally procured ; 
is that right ? 

Captain Honsrnoer. That is correct. 

Mr. Srutrs. Then you should have counted on them for $176,000? 

Admiral Manseav. We have to allow for errors both upward and 
downward. An estimate is only a guess. 

Senator Ferauson. These contractors were not guessing. 

Admiral Manseav. No, sir, but that is not part of the contract. 

Captain Honstncer. That is one way of figuring it, $102,000 plus 
$76,000. That is the basie price. 

Senator Frrcuson. That is what you figured you could have built 
these ships? 

Captain Honsincer. We estimated $220,000. 

Senator Frravuson. But $178,000 was your actual contract price. 

Mr. Forsyrue. Is that on the basis of 87 ? 

Captain Honstncer. It is on the basis of 87. It is on the basis 
per tug. 

Mr. Forsyrue. Is that not up to $260,000 if you are figuring it on 
87 rather than 99? 

Captain Honsincer. The basis of $220,000 is 99, and $240,000 is the 
basis of 87. 

Mr. Wooprurr. You said $22 million ? 

Captain Honstncer. $22.5 million. 

Mr. Wooprvurr. If you divide that by 87, you get $260,000, minus 
a little. 

Captain Honstncer. Well, there is a credit in there for uncom- 
pleted tugs. 

Mr. Wooprurr. In the salvage of that material ? 

Captain Honstnerr. No, no, that is for the work that has not been 
done. ‘The $22.5 million is on the basis of completing 99 tugs. 

Admiral Mansrav. Mr. Chairman, would you be agreeable to our 
recomputing this later and furnishing it for the record? We are toss- 
ing a lot of figures around, and I think we might be inclined to over- 
look some really important figures. 

Senator Fereuson. Very well. 

(The figures referred to follow :) 


EXPLANATION oF Cost Estimates ™ 


Reference: (a) Senate Small Business Committee Report of Proceedings, 
Volume II of May 20, 1954 


1. Pages 347 and 359 of reference (a) indicate certain cost estimates for con- 
struction of 65-foot harbor tugs as submitted by Bureau of Ships representatives 
during committee hearings held on May 20. This is submitted to correct and 
explain certain of the cost estimates included in reference (a). 

2. The Bureau has been unable to determine the source of information available 
to the Senate in reference to sums indicated on pages 346 and 347 as to the total 
funds available for the 65-foot tug program. The total funds held by the Navy 
for the 99 vessels as of an amendment to the MIPR dated February 13, 1954, 
are $27,568,561. 

3. The total estimate to complete the 99 vessels as of March 16 was $27,369,999 
which included $430,000 for design and central procurement services. Later in 
March of 1954, it was determined that the original estimate for central procured 
material was $3,960,000 higher than actual cost. Therefore the cost of com- 
pleting the 99 tugs was reestimated to be $27,359,999 less $3,960,000, or 
$24,409,999. 





1 See letter of transmittal from Adm. B. E. Manseau, Bureau of Ships, appendix 15, en- 
closure 2, p, 261. 
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4. As of May 15 the cost was reevaluated in light of 87 vessels completing and 
a new total of $22,500,000 was set to complete 87 vessels and to absorb the accrued 
costs resulting from termination of the 12 vessels at Smith Basin and drydock. 

5. Captain Honsinger’s statement on page 359 should be corrected to reflect 
that the $22,500,000 is the Bureau’s estimate to complete 87 vessels plus part 
of the 12 vessels terminated at Smith Basin. 

6. Relative to the 12 vessels the costs expended on the 12 tugs are approxi- 
mately $543,968 for construction and $888,000 for centrally procured machinery 
totaling approximately $1,323,000. Subtracting this sum from the total cost of 
$22,500,000 leaves a total of $21,178,000 to complete 87 vessels only. This averages 
$242,000 per vessel for the 87 completed.™ 

7. A recapitulation of the early estimates as against present estimates is as 
follows: 


Estimate as of February 27, 1951, for construction and July 1951, for centrally 
procured machinery/vessel 

Per vessel 

Centrally procured machinery-- aa a ae $114, 000 

Construction cap ceingets ese fi cccmabermaiciomeas” (ne 

Design and central procurement Sebel iceduk eh eh 2, 000 


rotal- ’ ; : ; 220, 000 


Estimates as of May 20, 1954 * 


Per vessel 

F ae f ~~... $44, 000 
inde tinh dus cecatas = A eaté 163, 000 
5 icp Spill dialhtideclpncibsicdalls 5, 000 


Centrally procured machinery 
Construction__......~ i 
Design and central procurement 





Total a ae sa : id 242, 000 

$40,000 per ' 1 has been realized due to better than anticipated procurement 

oO increas f $59,000 per vessel is anticipated for the construction 

por of the a quired to cover change order requests, delay claims, termi 
nat : 1 reawards 


Senator Frerevuson. Mr. Milliken, were you told this was an emer- 
gency contract and you had to get it filled at once? 

Mr. Minitixen. Was I told it was an emergency contract ? 

Senator Frrauson. Yes, and that you had to let it at once. 

Mr. Mitirken. This contract involved funds which would expire 
on June 30, sir. 

Senator Frereuson. And that is why you were hurrying up in June, 
Lo get it let, and you let it by letters of intent, is that not true? 

Mr. Miuurken. I do not recall—lI believe that is correct, sir. 

Senator Frrevson. Is it not customary in your department to try 
to get these funds committed, and you get caught in May and June, 
and you have rot to speed them up ¢ 

Admiral Mansrav. That is right, sir. We operate on an annual 
basis and it takes us a long time to iron things out. 

Senator Frrevson. Speed them up in June and we pay for them 
next October. 

Captain Vancent. Mr. Chairman, that depends on circumstances 
and the times. At this particular time that we are talking about, 
the amount of money to be spent by the Bureau had been multiplied 
many times—the increase in personnel to handle these things had not 
taken place quite as rapidly. If you are talking about what is our 
practice today 

Senator Fereuson. Where were you in June 1951? 

Captain Vanerni. June 1951 I was in San Francisco. 

Senator Frreuson. You were not in this department? 


Ha The $888,000 figure for centrally procured machinery is salvageable at full value since 
the 12 ship sets of machinery are intended for backup maintenance purposes. 
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Captain VAneeLi. But I have been 

Senator Ferguson. Wait a minute. You were not in this depart- 
ment ¢ 

Captain Vanceui. I was doing some contracting at the time. I 
know what conditions were at the time. 

Senator Frereuson. Now do you want to dispute Mr. Milliken? 

Captain Vance. I was just saying that when you say it is our prac- 
tice to—— 

Senator Fercuson. Well, the admiral said it was. 

Captain Vancett. Well, I want to get in my 2 cents’ worth, that it 
all depends on the time. Right as of today, where we can look ahead 
to some extent, and we have more adequate personnel to do the work, 
we do not issue letters of intent at the last minute. During this entire 
year, for example, we have issued only 11 letters of intent and most of 
them have been converted into definitive contracts and that was done 
early in the year and not late in the year. 

Senator Ferguson. Has there been any change on this idea that in 
June you have to hurry up and get your money committed ¢ 

Admiral Mansrav. Yes, sir. There have been a lot of changes on 
that. We have a requirement of law now that says that our obliga- 
tions during May and June cannot exceed a certain percentage of what 
we do monthly. 

Last year was a good example and the year before last was better 
yet. We have numerous cases where the appropriations act does not 
get passed until 1 or 2 months after the end of the fiscal year. It is 
annual funds, and 

Senator Frrevson. Did we not pass a resolution telling you that 
you have at least the amount of money that is in the House bill— 
don’t we pass that kind of resolution before the end of the fiscal year, 
so that you know how much money you are going to have? 

Admiral Manseav. Well, we don’t know until the act is finally 
passed. We do have the continuing authority to conduct our busi- 
ness in a normal manner. 

Senator Fercuson. What appropriation is in this? 

Admiral Mansrav. Which one? 

Senator Fercuson. The appropriation that this money came out of. 

Admiral Mansgeav. That was fiscal 1951, I believe. 

Senator Ferauson. Yes, but what particular appropriation ? 

Admiral Mansrav. It was Army funds. It was in the military 
program. 

Captain Vaneeut. We have it right here. 

Senator Fercuson. Do you have any further questions? 

Mr. Forsytue. I have one more question for Mr. Milliken. 

I am going back to something we took up about 15 minutes ago, 
Mr. Milliken. 

Following through on your activities as a negotiator on these con- 
tracts, Armed Service Procurement Regulation 3-406.1 specifically 
limits the use of cost-plus-fixed-fee contracts to those instances where 
a determination has been made that this method of contracting is 
likely to be less costly than other methods or where it is impractical 
to secure supplies or services of the kind of quality required without 
its use. 
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Now, before I ask the question, I just want to bring up one thing 
here: Mr. Rosenblatt in his statement said : 

In the middle of May 1951 Capt. J. B. Smythe, senior assistant supervisor of 
shipbuilding, United States Navy, New York, inquired by telephone whether 
this company would be able and willing to undertake work on a 65-foot tug 
similar to that just assigned on the 100-foot tug. An affirmative answer was 
given and within a short time we were advised to proceed, under contracts 5526 
and 5527, with designing procurment services for 65-foot harbor tugs. 

The question is this: Under the armed services procurement regu- 
lations who has to make this so-called determination to use a cost-plus- 
fixed-fee contract ? 

Mr. Miuu1Ken. There are people within the contract division. The 
name of the person right now I cannot recall—— 

Mr. Forsyrue. You do not make that determination? 

Mr. Mitirken. No, sir, but there was a determination and finding 
furnished to the negotiators, sir. 

Mr. Srern. I think I can answer that question. The determination 
and finding that a cost-plus-fixed-fee contract is required because no 
other form will be practicable or because it is more costly to use 
another form, is made by a contracting officer. 

Mr. Forsyrue. In this case Mr. Rosenblatt received a phone call. 

What negotiation went on, on this type of contract with the design 
agent? We have already heard what went on with the shipbuilders. 
The implication here is that he received one phone call and shortly 
thereafter he was advised to go to work on two contracts. Did any- 
body negotiate with him and, if so, what was the type of negotiation 
carried on? 

Mr. Murrken. The same type of negotiations were conducted for 
the 100-foot tugs as for the 65-foot tugs, with Mr. Rosenblatt. Mr. 
Rosenblatt was given an award which specified the date he could 
pick up and start working on this job. 

Mr. Forsyrne. Was it determined he was going to be the contractor 
on the basis of the phone call that was made or was something more 
done ¢ 

Mr. Mitiiken. I have no knowledge of that phone call, I do 
not. However, I can assume that when that phone call was m: nade it 
was made to see if Mr. Rosenblatt had the facilities and personnel 
available to handle two jobs at the same time. I was furnished with 
a copy of a letter, or a memorandum, which told me that Rosenblatt 
was qualified and had the personnel by which he could perform this 
job. 

Mr. Forsyrue. Then he said that one of the things that delayed him 
and caused him difficulty was the fact that he could not find all of the 
personnel, engineeringwise and marinewise, that he would want in 
this particular setup. 

Does that jibe with what was told to you or what your impression 
was of that firm when you let this contract? 

Mr. MiturKen. No, sir, that does not jibe with what I was told when 
I let the contract. 

Senator Smaruers. Mr. Forsythe, let me interrupt here and ask a 
broad, general question, and get a statement from the admiral, so I 
can go vote: 

Admiral, you did not get to finish your statement. I have been 
looking at it here and I frankly say that I think it is a very fine 
statement. 


Pern, 
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I want to read two paragraphs from it and then ask for your 
comment about it. 

On page 1 you say: 

It is not my intention to minimize this situation. Nor do I wish to deny 
any responsibility for it. I frankly acknowledge that the Bureau of Ships has 
been a party to some of the delays and additional costs incurred in building 
these tugs. In the light of subsequent events, it is apparent that the Bureau 
had made some substantial—although honest—mistakes of judgment. 

Then we skip over here to page 6, starting with this paragraph: 

Other savings in centrally procured items reduced the estimated amount in 
each contract by about $40,000 per vessel. However, there were other plan 
changes which also proved to be costly in time ang money. It is probable that 
they handicapped some of the builders in their efforts to complete the tugs on 
schedule. 

There was a delay of several months in transmitting the working plans to the 
builders. Certain errors and omissions were discovered later in the plans. 
Other changes were caused by necessity for United States Coast Guard and 
American Bureau of Shipping certificates. ‘These certificates were essential be- 
cause the tugs were to be operated by civilian crews. While there was little 
overlapping of inspections by these authorities, minor conflicts and delays 
arose from time to time with regard to requirements imposed by these agencies 
as well as the Army, Navy, Air Force, and Public Health Service. 

On page 7 you say: 


Some of these plan changes were mandatory, others were merely termed 
desirable and could be adopted at the builder’s option. Some of the changes 
resulted in increased cost to the builders. The Bureau has exerted every 
effort to effect mutually satisfactory contract adjustments for all such changes. 

We come over then to page 9, which you have thus far not had an 
opportunity to read, and I will read from it: 


The Bureau has learned a great deal from the 65-foot tug program, and I be- 
lieve that we will not make the same errors in the future. 


I skip down. 

In closing, I wish to pay a tribute to the many small shipyards throughout the 
country which are today performing excellent work for the Navy, and are thus 
making a valuable contribution to our country’s defense. These small yards are 
building minesweepers, landing craft, barges, and boats and craft of almost every 
description. They constitute a mobilization asset which we would like to see 
preserved. I assure you that the Bureau of Ships will continue to afford these 
small firms every opportunity to obtain work for which they are qualified. 

I sincerely hope—and believe—that the lessons we have learned from the 65- 
foot tug program will help us to keep them, and the Bureau, out of trouble. 

I wish to commend you on that statement, the last two pages of 
which I think is a very fair statement and, may I say inasmuch as this 
is the Small Business Committee, and our primary function is to try 
to protect small shipyards and small business everywhere, in every way 
that we can, I trust that this experience which you people have had 
with that contract, will not affect any award of contracts to small ship- 
yards in the future. 

Admiral Manseav. No, sir; 1 would say not.: I would think that by 
our new procedure we will be much more careful in evaluating the abil- 
ity of the people whom we give the contracts to. I think that we will 
take actions that will enable them to do the work more expeditiously. 
It will provide maybe a later starting date with respect to plans than 
they have had in the past. I think that the sum total is that there 
might be some few people who under similar cireumstances had awards 
in this program under this new scheme who might not get them for 
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given reasons, but on the whole, the same people would get contracts 
again and they would have a more orderly program to follow. 

Senator Smaruers. In recognition of a portion of the fault—not all 
the fault, but much of the fault you have admitted here, fault which 
has resulted not from shipyards themselves, but because of certain 
Navy errors and omissions which you admit here, and the requirement 
of the five services having to inspect and approve—can we put face 
value in this statement of yours: 

I assure you that the Bureau of Ships will continue to afford these small firms 
every opportunity to obtain work for which they are qualified. 

Admiral Mansrav. Yes, sir; and we are doing that today. 

Senator Smaruers. We had better stand in recess for another 5 
minutes. 

(Short recess taken. ) 

Senator Frreuson. The committee will come to order and you may 
finish reading your statement. I believe you were at the top of page 8. 
Admiral Mansrav. Yes, sir. I am continuing in the statement: 

In some cases, the contractors have been handicapped, in preparing 
their claims, by inadequate accounting records, particularly with re- 

gard to labor costs and building schedules. While the Bureau has 
tried to be as liberal as good business judgment and procurement reg- 
ulations permit, it is possible, of course, that some contractors may be 
entitled to greater cost. reimbursements than have been, or will be, 
allowed. However, I believe you will agree that the Bureau should 
seriously question claims which are not adequately supported. 

I assure you that the Bureau has tried to be sympathetic in its deal- 
ings with contractors in the 65-foot tug program. All five of them have 
experienced serious financial difficulties. Two of* them are out of 
business. I would be the first to admit that the Bureau of Ships has 
contributed to the difficulties which they have experienced in the per- 
formance of their contracts. It is my earnest conviction, however, 
that their production and financial troubles have been largely caused, 
in varying degree, by inadequate working capital, inexperience, poor 
management, faulty cost control, and, in some cases, by the fact that 
they probably bid too low in the first place. 

It now appears that the ultimate cost of each tug, after giving 
effect to estimates of contract adjustments still to be made, will be 
about $240,000 per vessel, as compared to our original estimate of 
$220,000. 

Senator Fereuson. You are going to give us the figures. You do 
not want to stand by that figure now / 

Admiral Mansrav. I think if our calculations modify this, we will 
call it to your attention. 

Estimates being what they are, this difference of approximately 
10 percent is not considered excessive. I wish to mention here that 
the difference between the 10 percent and the Bureau’s previous 
estimate of 26 percent, already transmitted to the committee, 1s repre- 
sented by a savings of about $40,000 in centrally procured material 
for each vessel. 

Mr. Sruuts. Does this make you look better in that one error is 
overbalanced by another error ? 

Admiral Mansrav. We are just laying the cards on the table. 

Senator Frereuson. In other words, the contractors lose on the one 
end and the military benefits on the other? 
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Admiral Mansgeavu. Yes; our estimates are made on the basis of 
many elements. Some are over and some are under, and we are 
talking now in terms of the grand total. 

The Ar my, the principal user of the tugs, has informed the Bureau 
that they are pleased with the results of this initial experiment in 
single-department procurement. 

Senator Fercuson. Now, wait a minute. Do I understand the Army 
is going to use these tugs? Have they not been transferred to the 
Navy ?¢ 

Admiral Mansrau. The Army and Air Force get the delivery. 

Senator Frreuson. They are going to use them in the future? 

Captain Honstncer. Yes, sir. The Army and the Air Force get 
them. The Air Force, I think, gets only two, because most of their 
interest in this matter has been transferred to the Army. 

Colonel Glore can speak on that better than I can. 

Senator Frrauson. Was this back at the time when the Air Force 
wanted to put in their whole transportation system and warehousing 
and everything under themselves? 

Captain Honstneger. Again, I cannot answer, sir. I think Colonel 
Glore can straighten that out better than anyone else. 

Admiral Mansravu. The Army, the principal user of the tugs, has 
informed the Bureau that they are pleased with the results of this 
initial experiment in single-department procurement. 

The Bureau has learned a great deal from the 65-foot tug pro- 
gram, and I believe that we will not make the same errors in the 
future. The following are a few of the remedial measures which 
have been in effect for some time: 

(a) Administrative difficulties inherent in single-department pro- 
curement have been largely eliminated, with greater efficiency and 
economy as the result. Closer liaison with the requiring services is 
being maintained. 

(6) A plan for coordination and standardization of the designs of 
watercraft of common interest has been undertaken with the Army. 
Only the operational characteristics desired will be sent to the Bureau, 
which will be responsible for preparation of both contract and working 
plans. <A general specification for Army harbor craft and a detailed 
design and prototype construction service by the Navy will be pro- 
vided. ( ‘omplete responsibility will be \ ‘ested in the Bureau of Ships. 

(c) Coordination of design with the United States Goast Guard 
and American Bureau of Shipping is being effected prior to pro- 
curement. 

(d) A much more detailed anaylsis of the management, facilities, 
and technical and financial competence of prospective contractors is 
being made. 

(e) Greater care is being taken in the use of centralized design pro- 
cedures, where these are necessary multiple ship programs. 

(f) The Bureau is stressing the necessity for adequate accounting 
records, especially in negotiations with prospective contractors. 

Senator Fercuson. Then that would indicate that you have learned 
something ? 

Admiral Manseav. Yes, sir; we have learned plenty. 

I have another piece of p uper which I would like to include in the 
record which adds to and elaborates on these (a) to (f) items I have 
mentioned. 


48107—54——_14 
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Senator Fercuson. It will be received in the record. Do you want 
to read it? 

Admiral Mansgav. I would like to read it, sir. 

Design—now being handled by Navy for other services since September 1952. 


That means contract plans and specifications. In other words, the 
user will give us the requirement in general terms and we will draw 
up contract plans and specifications which meet their requirements, 
which they approve, and from then on we will carry the ball with the 
contractors. 

Mr. Stuuts. Every change in revision and the order since September 
1952 has been as a result of the Bureau of Ships’ decision rather than 
Army or Air Force? 

Admiral Mansgav. Do you mean changes in the contract ? 

Mr. Sruurs. What does that say ? 

Admiral Manseavu (reading) 

Design is now being handled by the Navy for other services and has been since 
September 1952. 

By that, I mean we will undertake to do the contract plans and 
specifications which we hand to the prospective bidders. 

Mr. Srutts. So that the Army cannot have any prototypes up in 
Jacobson’s yard that you don’t know about, or that you don’t get the 
full benefit of ? 

Admiral Mansrav. That is right; it gives us the job of coordinating 
the whole deal. 

Senator Ferguson. Do you know where that prototype is? 

Admiral Mansgav. No, sir; I do not. 

Senator Frercuson. Where is that? 

Captain Honstncer. Colonel Glore has just stepped out of the room, 
but he told us it was in Nova Scotia or Argentia, somewhere. I am 
not sure, sir. 

Admiral Mansrav (reading) : 

2. Certifying agencies—ABS, CG and USPHS—agreements with CG reached 
Jast December will provide for central approval at start in Washington rather 
than later approval by several field offices. 

3. Feasibility study—since about 2 years ago, we are putting careful study 
into length of time to build each ship based on plans, material, and statistical 
analysis of experience. This results in realistic dates for contract completion. 

4. Preaward survey—shortly after the 65-foot tug program was awarded in 
1952, we have consistently made preaward facilities, manpower, and financial 
surveys of each shipbuilding contractor before awarding him a contract. 

Mr. Srutrs. Why would he have to wait to do that? Why could 
you not do it here? It seems when you are giving a man a $2.5 million 
contract, or even more, and you find out later that he is pretty incom- 
petent, it indicates you should have looked at him in the first place. 

Admiral Mansgav. Would you care to answer that? 

Captain Honstncer. I would like to answer that. We had a survey 
made some months ago. What Adiniral Manseau is now saying is 
that when we know a man is going to have a contract, a week or two 
before we give him the contract, we make a survey as of that moment. 
The surveys that we made of these plants that we gave contracts to 
in 1951 were made from 2 years to a few months beforehand. They 
were definitely mobilization surveys. 
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Admiral Mansgavu (reading) : 


5. Negotiation—beginning about 2 years ago, we established negotiation by a 
team of 3, consisting of a negotiator, a legal man, and a technical man, so that we 
have much broader coverage of questions which may arise. 

6. Funds control—during the past 2 years we have been developing a much 
improved procedure for funds control, including change orders, which is provid- 
ing for tighter administration. 

7. Working plans—wherever possible, have been awarding working plans to 
shipbuilder with lead ships responsibility. Started over a year ago. Two exam- 
ples, DE and Ferry Boat. 

8. Contract administration—by field trips to all supervisors of shipbuilding 
in the past 2 years by a team of technicai, legal, and contract personnel the 
Bureau has greatly improved the knowledge and handling of contract adminis- 
tration in the field. 

Now, of course, the light of our ability to implement this program will depend 
on our ability to hang on to our organization and many of the people in it. We 
fully expect we will be able to do just that. 


Now, to continue with my statement. In closing, I wish to pay a 
tribute to the many small shipyards throughout the country which 
are today performing excellent work for the Navy, and are thus mak- 
ing a valuable contribution to our country’s defense. These small 
yards are building minesweepers, landing craft, barges, and boats 
and craft of almost every description. They constitute a mobiliza- 
tion asset which we would like to see preserved. I assure you that the 
Bureau of Ships will continue to afford these small firms every oppor- 
tunity to obtain work for which they are qualified. I sincerely hope— 
and believe—that the lessons we have learned from the 65-foot tug 
program will help us to keep them, and the Bureau, out of trouble. 

I wish to thank you, Mr. Chairman and members of the committee, 
for the courtesies which you and members of your staff have extended 
to Bureau representatives. 

Senator Fereuson. There is a letter of April 7, 1954, from Jakobson 
with regard to their building of this first prototype. 

The contract originally called for design and construction of a sectionalized 
utility boat. This design progressed until it was 95 percent complete, and the 
construction had actually started when the Government decided to discontinue 
the design and the construction of this particular craft. 

So, you see, it is nothing new for them to change their minds. 


Subsequently, a 65-foot steel harbor tug became the project of the contract, 
which was developed, designed, and constructed by ourselves, with Philip Rhodes, 
of 11 Broadway, our designer. The boat was delivered in November 1951. The 
contract became effective in March 1948, and was amended by a number of 
change orders during its life, which terminated in August 1952 upon completion 
of the final plans. 


The total cost was $376,087.42, and of this amount the tugboat accounted for 
$285,941.88. 


Then another paragraph down: 


Due to the many changes that the Government made during the life of the 
contract, we do not know what figure should be used as the original estimated 
cost of the finally completed tug. Each change order made the cost of the 
boat more involved and the final vessel bore little resemblance to the original 
construction. 


Now why was not that a lesson in boatbuilding? 


If you feel the knowledge of an original estimated cost is pertinent to your 
investigation, we believe that the complexity of the contract warrants sending 
a representative to our office to review the files and discuss the matter. He 
could then decide which one of the several change orders should be used as 
the starting point where an estimated cost of the boat as finally built. 
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Do you know about that? 

Admiral Manseau. Well, I learned a little bit about that very 
recently. That is the prototype which has been mentioned several 
times. 

Senator Frercvson. That is the prototype that nobody seems to 
have seen. 

Admiral Mansgav. Is Colonel Glore back there ? 


TESTIMONY OF COL. JAMES GLORE, ASSISTANT CHIEF OF TRANS- 
PORTATION (MATERIEL AND PERSONNEL), DEPARTMENT OF 
THE ARMY 


Senator Fercuson. Have you ever seen this prototype? 

Colonel Guore. Yes, sir. 

Senator Frereuson. Who was responsible for this prototype? 

Colonel Giore. Jakobson Shipyard.” 

Senator Frereuson. Who was responsible for the making of the 
contract and why were all of these changes made? He says: 

Each change order made the cost of the boat more involved and the final vessel 
hore little resemblance to the original construction. 

Colonel Grorr. That is Mr. Jakobson’s statement? 

Senator Fercuson. Yes, sir. 

Colonel Giore. That is the responsibility of the contracting officer 
of the transportation research and development organization. 

Senator Fercuson. Who was he? 

Colonel Guiore. Colonel Trammell is there now and has been there 
for a long time. I cannot tell you positively—— 

Senator Fercuson. Do you know why all this money, this $376,000 
was spent and then was not used as a prototype for the remainder of 
these ships ¢ 

Colonel Guore. I would like to correct the record on that $376,000. 

Senator Fercuson. What would you like to put in? 

Colonel Giore. The contract with Mr. Jakobson was not started 
as the prototype contract for the 65-foot tug. The contract was 
started as a research and development job on a 87-foot sectionalized 
vessel. 

Senator Fereuson. I read that. 

Colonel Guiore. At a time when it became evident that that was 
a poor conception. By that time, the requirement for a 65-foot pro- 
totype had been developed. The contract was therefore supplemen- 
tarily agreed to, to stop the other item and complete a 65-foot proto- 
type. The contract included engineering. The figures which I got 
over the phone last night—and I would like to double check—I assume 
they are substantially correct—is that the 65-foot prototype cost 
$27,720 for engineering, and $254,310 for construction. 

Senator Fercuson. Well, that would be almost what I read. The 
amount of the tugboat accounted for $285,941.88. 

Colonel Guiors. I did not catch that connotation. I thought it was 
$376,000. 

Regarding the question of why that was not used, sir: I think the 
record has an entry that we built that prototype in 1946. That is 
not correct. 





2 See appendixes 4 and 5, p. 239 
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Senator Frreuson. The boat was delivered November 1951? 

Colonel Guiore. These contracts in this program were instituted 
prior to the completion of that prototype. There was a definite oper- 
ating policy at that time—and I believe substantially throughout the 
De .partme nt of Defense—to telescope development and procurement 
programs. 

Senator Frravson. What was done? 

Colonel Guore. To telescope the development and procurement pro- 
grams. Pick up time. Do not wait until they had complete develop- 
ment. 

Therefore, the drawings which were given the Navy to produce this 
tug, the 65-foot tug, Mr. Chairman, were the identical drawings which 
were started on for the prototype. They were not the as-built draw- 
ings of the prototype. Those drawings did not become available until 
January 1952 

Senator Frreuson. Now, if you completed the boat in November 
1951, and you did not complete the plans until January of the next 
year, how does that work out ¢ 

Colonel Grorr. The as-built plans. There is a standard, normal ma- 
rine practice to start a drawing, or start a vessel with contract plans 
and specifications and then reflect the completed vessel in an as-built 
drawing. That is universal. 

Senator Frreuson. Then why did you not freeze these plans of 
January 1952 and use your completed plans? 

Colonel Giorr. By virtue of the national policy of competitive 
procurement. We were precluded from giving that procurement to 
the Navy and saying, “Here, vou use the same machinery that we used 
in the prototype.” 

Senator Frercuson. What did you say prohibited you from giving 
that to the Navy? 

Colonel Giorr. The policy of standardization. 

Senator Frrauson. Do you mean you had a policy against stand- 
ardization ? 

Colonel Giorer. No, sir; a policy which said that we could not stipu- 
late components and avoid competition. 

Senator Frerauson. Where do you get that? Where is that in any 
law ? 

Colonel Griore. I am not too sound in my understanding of the 
law. It isa well-established condition within the Department of De- 
fense that you cannot arbitrarily select a contractor in a commercial- 
type item. You must open it to competition. 

Senator Frerauson. Therefore, you are not allowed to use these 
ylans? 

Colonel Giore. We gave them—— 

Senator Fereuson. Then why did you ever make a prototype out 
of them? What is a prototype? 

Colonel Grore. The prototype is a sample vessel which tries out 
the operating purpose, Mr. Chairman. It is an effort to see if the 
craft meets the military requirement. 

Senator Frrcuson. It is a pattern for ships to come ? 

Colonel Guiore. Yes, sir; that is correct. 

Senator Fercuson. Now, you tell us that under the law or the regu- 
lation of the Bureau, you were not allowed to deliver these plans’ to 
the Navy because that would stifle competition ? 
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Colonel Grore. I think my words have been misunderstood. 

Senator Fercuson. That is the way I understood them. 

Colonel Giorr. We were allowed to deliver the plans to the Navy. 

Senator Ferauson. Did you ever? 

Colonel Giorr. The plans which we had at the time we placed the 
re enn on the Navy. 

Senator Frrauson. Well, now, wait a minute. That was only the 
contract plans. But later, the next January, you got your completed 
plans? 

Colonel Giorr. They would not have done anything more, sir, than 
add confusion. 

Senator Fercuson. Why ! 

Colonel Grore. For the reason that they reflected a single set of 
machinery installations in that vessel and whenever the Navy con- 
ducted competitive procurement, which they were obligated ‘to do, 
they would have instituted changes, in my opinion, to the same degree 
as were instituted from the set which was given them. 

Senator Fercuson. Then why did you make a phototype and why 
did you ever complete your plans after you built the boat, if you were 
not allowed to use them 

Colonel Giore. Again, sir, the complete as-built plans for that pro- 
totype serve as the maintenance record and repair standard for that 
vessel. They are not expensive in the as-completed stage as they are 
to originate as a new design drawing. 

Senator Fereuson. That is what I am we at. 

Now you say there was a regulation that the Navy could not use that 
completed »lan and get a contract on it? 

Colonel Guore. I said not a regulation, a policy. 

Senator Fereuson. A policy? 

Colonel Guore. Yes, sir; that is right. 

Senator Fercuson. Well, it must have been in writing. Will you 
get it for us and put it in the record ? 

Colonel Grorr. I think the Navy can produce the policy governing 
competitive procurement. I think it is universally applicable to all 
services. 

Senator Frrevson. Do yon have such a policy in writing, 
Admiral? * 

Admiral Mansgav. Mr. Stein might answer that. 

Mr. Srern. It is our policy to procure competitively wherever 
possible. 

Senator Frreuson. Why don’t you procure competitively on a com- 
pleted plan? How does that interfere with competition? Does that 
not make for real competition ? 





18 (Following information subsequently supplied by Admiral Manseau, Bureau of Ships :) 


DEPARTMENT OF DEFENSE POLICY REGARDING COMPETITIVE PROCUREMENT 


Armed Services Procurement Regulation 1—302.2 “Irrespective of whether the procure- 
ment of supplies or services from sources outside the Government is to be effective by formal 
advertising or by negotiation, competitive proposals (“bids’”’ in the case of procurement by 
formal advertising, “quotations” in the case of procurement by negotiation) shall be 
solicited from all such qualified sources of supplies or services as are deemed necessary by 
the contracting officer to assure such full and free competition as is consistent with the 
procurement of types of supplies and services necessary to meet the requirements of the 
department concerned, and thereby to obtain for the Government the most advantageous 
contract—price, quality, and other factors considered.” 

(See letter of transmittal from Adm. B. E. Mansean, Bureau of Ships, appendix 15, en- 
closure 3, p. 261.) 
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Mr. Stern. I think the point Colonel Glore is making—someone may 
correct me. 

Senator Frreuson. Did you hear what he said ¢ 

Mr. Stern. Yes. 

I think the point the colonel is making is that if the Army gave us 
plans which specified the use of specific components, there would be no 
possibility for competition in procuring components for the vessels 
which were to be built to those plans. 

Senator Ferauson. What about the building plans and construction 
plans? 

Mr. Srern. In other words, if their vessel was built on the basis of 
using specific components—say, General Motors manent or some 
other manufacturer’s components—then to build to identical plans, we 
would have to go out and procure the same components. 

Senator Ferguson. What difference does it make if you had that 1 
and you followed that 1, where you made 99 and followed it in all 
those 99? What was the difference? 

Mr. Srern. In the first instance, they got competition, I assume. 
They went out competitively no doubt and got competition. 

Senator Frereuson. No, they did not; because it clearly shows in 
there that they were building a steel one, one which was sectional, and 
they transferred the contract over to build this prototype so the Army 
could get more ships. 

Then they come along, they don’t use that, and start in with a new 
design. 

Colonel Guore. Mr. Chairman, I think there has been 

Senator Frereuson. And you specify the General Motors engine in 
the original order. It was a change from that. 

Mr. Stein. The only point I was making, is, the more specifying 
there is in a plan of individual components, the less opportunity there 
is for competition in procurement. 

Mr. Struts. This policy if followed to its logical extent, means that 
Mr. Rosenblatt cannot draw a single plan until he first goes out and 
says, “We need a 6,000-horsepower engine.” He scours the field and 
gets an engine. They then draw the plans on how to install the 
exhaust pipes and so forth. 

Then he says, “I need a certain amp switchbox.” He gets this in 
and then he draws those plans. 

This thing is going to last forever. He will have to procure each 
little item, figure out where he is going to save the most money and in 
the meantime, the shipbuilders, the shipyards who got the contract 
June 30, 1951, have sheds, have overhead, have their yards completely 
vacant, while somebody is going out and trying to save 20 cents on a 
transformer, and the whole time these yards are going out of business. 

Now, is that Navy policy? 

Senator Frereuson. What do you say about Mr. Milliken’s statement 
that he told these people it was a standardized job and that is why 
they could built it on this set of plans? A commercial type? 

Mr. Sten. I think plans can be equally standardized by competi- 
tion in the procurement of components. 

Senator Frreuson. Is that the reason we had to have this water 
cooler to accommodate two hundred and some people instead of six ? 

Mr. Stern. I would like someone else to answer that. 











210 NAVY PROCUREMENT OF TUGBOATS 


Admiral Mansgav. Mr. Chairman, at the outset I had hoped we 
ould have Captain Honsinger explain the difference between contract 
plans and specifications and the working plans. 

Senator Frreuson. | thought the architect did a pretty good job 
on that. 

Admiral Mansgeav. No, I do not think so. I was in this morning 
and he did not bring out that particular point. 

Senator Ferguson. Colonel, do you want to say anything more about 
this? 

Colonel Giore. Yes, sir. I was not here yesterday, and I have not 
heard the builder’s side of the story, and I have no responsibility, nor 
does the Army have any responsibility in connection with that. 

Senator Frrauson. Do you have personal knowledge—were you in 
on this at the time they let the contract ? 

Colonel Guorr. I have been responsible for the Army’s share of this 
program since May 15, 1951. 

Senator Frreuson. Then you know about this being transferred 
over ¢ 

Colonel Guore. Yes, sir. 

There has been much point made, and I think to a certain degree, 
confusion, as to what extent the changes were from the basic profile 
and plans of the vessel when they passed from us, as a guide for con- 
struction, to the results as competition. 

Senator Frreuson. All right. Now, who was responsible for the 
changes from the time these contracts were let, on these contract plans ? 

Colonel Griore. I would like to complete, sir, the thought that I 
started out to give. 

Senator Frreuson. All right. I thought you were through. 

Colonel Grorr. Which is this. I am trying to be careful and ex- 
plicit: These changes which ate discussed, in substantial number are 
not radical changes in the sense that complete abandonment of the 
prototype result was made. The vessel, today, is still essentially in the 
same outline of hull, the same positioning of machinery, the same 
fundamental ability to meet the military requirements. These changes 
stem, in my opinion, to a major degree, from the results of the require- 
ment to acquire machinery competitively. 

Senator Frerevuson. Is that true today ? 

Colonel GuLore. That is true, at any time, sir. 

Senator Frrevuson. Now what you call competitive, then, means 
on every contract, or on every ship in every contract ? 

Colonel GLore. On every procurement operation, if it is one vessel. 

Senator Frereuson. Or a thousand ? 

Colonel Giore. Or a thousand. 

Senator Frrcuson. You then must have competition in every one of 
your contracts, and therefore you build no two tugboats alike? 

Colonel Grorr. No, sir, that is the wrong connotation. It means 
that a basic designer having designed and built a prototype vessel 
and completed those plans for the Ar my or the Navy for that matter, 
the full value of those prototype plans cannot be used in construction 
until the all-out production conditions of mobilization are reached. 
When there is no competition factor, you can look at a man and say, 
“I want this engine in that,” and there is no questioning of that 
action. 
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Senator Fereuson. Then back in 1951, you could not say that you 
wanted a General Motors engine? 

Colonel Guiore. No, sir, and you cannot today. 

Senator Frereuson. They told these people, as I understand it, in 
the beginning that that is what they were to have. Then they had to 
change it around and make the room different so they could put in 
another engine. 

Colonel Gtore. Any time you change major components of ma- 
chinery—in all fairness, I must say that the requirement was placed 
on the Navy by the Army in this form: “We know that you have to 
have competitive procurement to build this vessel” —— 

Senator Frrauson. Did the Army really need these vessels at the 
time ¢ 

Colonel Guorr. Yes, sir. 

Senator Fercuson. Were there any in mothballs? 

Colonel Girorr. Which had been used, sir ? 

Senator Fercuson. Well, used or new. Were there any tugboats in 
mothballs ? 

Colonel Guore. A few which had been committed and placed into 
operation. 

Senator Frereuson. When did you take them out? 

Colonel Giorr. We took them out as our requirement developed 
under this program. 

Senator Fercuson. And then you did not need these ? 

Colonel Grorr. We do, sir, because this program is for mobiliza- 
tion-reserve purposes to a degree which is classified information. I 
will be glad to give you that later. 

Senator Fercuson. You will give us that in executive session ? 

Colonel Grore. Yes, sir. 

Senator Frreuson. What did you do about the delay that was 
going on here, if you needed them ? 

Colonel Grore. Delay, sir?’ 

Senator Fereuson. What did the Army do about that? 

Colonel Grore. All right. This program was instituted on guide- 
lines for the third supplemental—lI believe you will remember, Sen- 
ator, in 1951, that hurried action to expand the mobilization pro- 
curement took place. There were certain guidelines of requirement 
calculation. I believe those guidelines are also classified and I will 
give them to you. 

I will state it in general terms this way: There were allowances 
made in that alinement for assumed construction of equipment. How- 
ever, the losses expected failed to materialize. 

Senator Ferauson. Did you need these in Korea ? 

Colonel Giorr. We had a belief that we would need them by the 
time they were ready. The losses failed to materialize and we were 
able to meet our current requirement. 

Senator Fereuson. They why did you not cancel these ? 

Colonel Grorr. Because there is still a mobilization requirement, 
sir, for this quantity of the vessels. 

Senator Frreuson. Do you mean you are going to manufacture 
them and put them in mothballs? 

Colonel Guiore. We do, sir. 

Senator Frrauson. That is what you are going to do with these 
ships ? 
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Colonel Grore. Yes, sir. It is an authorized requirement. 

Senator Frereuson. Then how long will it be before they are obso- 
lete ¢ 

Colonel Griore. A long time, because this class of equipment, Sen- 
ator Ferguson, they do not have obsolescence to the degree of other 
weapons. ‘Twenty years they are good for. 

Senator Frereuson. Would you get me the number that were in 
mothbatls at the time, for all services? I would like to get that in 
detail. 

Colonel Guore. I can only procure the figures for the Army. That 
is our requirement. 

Admiral Mansrav. We will get it for the Navy, sir. 

Senator Fereuson. And if the Air Corps had any. 

Colonel Giorr. I might touch on the Air Corps aspect of this. 

(See appendix 12, p. 254.) 

Colonel Guore. From what I read in the newspapers, Senator, there 
is a definite misconception in one element of that. 

Senator Frrcuson. What is that? 

Colonel Giorr. The reason for cancellation of 12 Army tugs and 
it being interpreted as waste. In fact, it is a taxpayers’ saving. 

Some months ago, well, to go back a little further, of these 99 tugs, 
I think only 78 originally were Army. There were some MDAP, and 
Air Force pacts. As you pointed out, that was a time when they were 
setting up their own establishment. Since then, there has been agree- 
ment completed between the Air Force and the Army, where the 
Army will operate the Air Force’s ports. At that point, the Air 
Force offered the Army the tugs which they no longer required. 

Senator Fereuson. Did you take them over? 

Colonel Grore. We did. 

At that time, there were all sorts of machinery in vessels at other 
yards except I believe, at Smiths Basin which had not yet committed 
machinery to 12 hulls. I requested the Navy to withdraw the 12 vessels 
from the contract, and we would take the 12 sets of machinery and 
store them in warehouses until mobilization. We can store those 12 
sets of machinery and have a considerable saving in maintenance 
over the condition if the machinery were installed in a completed 
hull. 

Senator Fercuson. Well, now, wait. Are these all the same? 

Colonel Grore. They are the same. 

Senator Frrevson. We had evidence today that some of them had 
completed them before the changes. 

Colonel Giorr. They are all substantially the same tug. 

Again, sir, I want to point out that these changes which are talked 
about are, to a great extent, minutiae, I think. They are changes that, 
having once determined—or that arose out of the competitive selection 
of machinery, and having once been determined, some have been ac- 
complished and some were already passed the point and have not been 
accomplished. 

Senator Frrevson. Do you think a man can really take a contract 
on a fixed basis if he does not know what kind of machinery is going 
in and you have to change it because of competition? The designer 
cannot draw the plans for specific things because he has to use com- 
petitive bids, and after he gets them completed, he is apt to get an 
entirely different kind of a ship? 
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Colonel Giorg. I am not a qualified naval technician. I am a pro- 
duction man. 

Admiral Mansgav. All the big shipbuilders bid on contract plans 
and specifications. They know the general characteristics of the 
ships, the horsepower, all those things. They have enough informa- 
tion to define the scope of the job because they are willing to commit— 
at Newport News, again, they committed $118 million on the basis 
of their feeling that they can build a big aircraft carrier under basic 
contract plans and specifications for that money. They will have to 
draw for themselves or use themselves some 7,000 or 8,000 working 
drawings that they will draw as the job progresses, and they will 
draw those drawi ings to suit the machinery. 

Senator Frreuson. That is not a tugboat. 

Admiral Manseav. The working drawings are drawn for the pur- 
pose of guiding the mechanic in the details of the work. The effect 
the Vv have on the bide ling is practically negligible because for every 
change that comes about in the basic contract, there is a proc edure 
whereby they can collect if there is an added cost as a result of the 
change. 

Mr. Sruurs. You feel there is the same degree of mutuality be- 
tween the Bureau of Ships inspector and the supervisor in Newport 
News, and, say, Olson Shipbuilding, Smiths Ship Basin, or Missouri 
Valley’ Do you feel that mutuality in the commonly used sense 
exists in the same degree ? 

Admiral Mansrav. I do not know that I understand your question, 
exactly, but I see no reason why it shouldn't. 

Senator Frrcuson. Do you think these small contractors have any 
place in the scheme of things / 

Admiral Manseav. Yes, sir. Definitely. 

Senator Frrevson. Then what does this show, what we are hear- 
ing here, now ? 

Admiral Mansrav. We are dealing with some few who have had 
more troubles than other people, apparently. 

Senator Frreuson. But some of them have been in business for 
years 

Admiral Manseav. Yes,sir. Some of the boys had very, very small 
working capital to start with, and not much of a plant in some cases. 
On the other hand, we have an awful large number of small ship- 
builders, small-business men, who are building all sorts of craft, that 
are, [ am sure—the vast majority of them—are making money. There 
is a definite place for them. 

Mr. Srutts. You would say, then, this is strictly a coincidence that 
in 1 contract for 65-foot tugs, most of those 5 contractors who had 
that experience, just by coinc cidence, all 5 of them have had a tremen- 
dous amount of problems and the same story that 100 percent unani- 
mous problem has not arisen on the other programs? 

Admiral Mansrav. They have had difficulties to varying degrees, 
even among those five. Of course, this is a particular program sub- 
ject to spec ‘fic prices, plans, and so on, so I think we are talking within 
the realm of what you might call a reasonable margin between an 
estimate to build on a contract and the final cost. I think that rea- 
sonably large or well-established financially going concerns would 
have carried out the contract to completion but might have lost money. 
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Senator Ferauson. That is what we are talking about. These peo- 
ple are not in a position to make bids on these contracts, because they 
have to have a certain amount of capital and a certain amount of 
ability to guess as to what you are going to put in it. That is right, 
is 1t not ¢ 

Admiral Manseav. That is right, and we recognize that maybe we 
should not have given contracts to some of those people because of 
what later developed to be a fact, that they were having trouble. 
I think a lot of the rig le in some of the cases has been due to lack 
of management ability or lack of know-how in building ships. 

Mr. Sruurs. We as a letter of Captain Vangeli to one of the 
shipbuilders, which said : 

After visiting your yard, I am impressed by the fine teamwork, the fine man- 
agement, the fine ship that you put out. 

That same shipyard is referred to in a report by the Under Secre- 
tary of the Navy to this committee as having had lots of experienced 
personnel but no coach. A team which made lots of errors because 
they were not properly managed. 

We are talking about the same shipyard. One shipyard got a letter 
from Captain Vangeli saying: 

You are doing a fine job— 

a shipyard referred to in a letter from the Secretary of the Navy 
to the chairman of this committee as having had no teamwork. 

Somewhere there is something strange. 

Captain Vancext. I would like to comment on it. 

Senator Frreuson. He says: 

I was impressed by the quality of the workmanship that I saw, the evidences 
of high morale among the employees. You are to be congratulated for operating 
such a fine establishment. 

Now that one is in bankruptcy. 

Captain Vanceit. Mr. Chairman, I would like to comment on that. 
I wrote that letter. 

At the time that I saw the shipyard, they were in the early stages 
of construction of the vessels. 

Senator Frercuson. Yes. 

Captain Vanceri. The work that I referred to was the hull work. 
I believe that their difficulties arose when they came to the outfitting 
of the vessels. 

Senator Fercuson. Now this was not written until April 29, 1953, 
= th is 2 years after they had their contract. 

Captain Vancext. Nevertheless, I was commenting on the hull work 
that I saw in the yard. 

Mr. Forsyre. I think also that same company received a compli- 
ment from the Navy on the trial run. I think that is in a statement 
where somebody went down from Washington and went out on some 
sort of. trial run and also made the same kind of comment, which 
certainly was not in the hull stage of the tug. 

Captain Vancevi. A man can be doing a very fine job of work and 
at the same time, in the administration of the work, in the procure- 
ment for this work, and so on, he may be spending a great deal more 
money than is warranted. 
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Senator Fercuson. But you do not want to criticize and say that 
this fellow failed because he had no management, do you? And that 
he did not have capital ¢ 

He was doing this fine job, was he not ? 

Captain Vaneevi. He was doing a fine job at the time I observed 
his work. On the hull work, he was doing a fine job. 

Senator Fercuson. On February 19, 1954, Admiral Leggett visited 
the yard and spent several hours. 

He complimented us on the remarkable job we had done on the tugs under 
the difficult circumstances. He also stated the workmanship was fine and he 
liked the layout of the yard. 

Mr. Srutts. You were stringing these folks along pretty well, were 
you not! 

Captain Vanceui. There was no stringing. There is a great deal of 
difference between complimenting upon the accomplishment of the 
work and the costs that led to the production of this work. It may 
well be that he spent twice as eas man-hours as anyone else would 
to accomplish his particular job. ‘The job is a fine job, but he spent 
twice as much money as anyone else. 

Mr. Sruurs. You had a resident supervisor of ships or superintend- 
ent, or whatever you call it, in his yard who also received—or the 
supervisor or the shipbuilding superintendent in Jacksonville and the 
Bureau of Ships in Washington received a great number of delay 
claims in submissions for change orders. Can you not figure out from 
that that the man is spending maybe twice as much—the report to us 
from the Secretary of the Navy said: 

His man-hours per ship is twice that of the other builders 
and you pass out bouquets to a man who is spending twice as much 
time ¢ 

Captain Vaneeut. As a matter of fact, several weeks or several] 
months after I was there, our local inspector did make a note of the 
fact that he was spending a great deal more money for what was 
being accomplished than was warranted and it was at that time that 
the question of whether they would be able to complete the contract 
was gone into and the troubles arose. The discussion of the troubles 
arose. 

Senator Freruson. We are apparently not going to be able to 
complete this and I do not know when we can give it any more time. 
We have appropriations which we are c ompelled to take up tomorrow. 
I have to finish the military appropriations. 

Who is negotiating now? 

Mr. Forsyrue. Mr. Marley is the one I would like to hear from. 


TESTIMONY OF J. C. MARLEY, SENIOR NEGOTIATOR, BUREAU OF 
SHIPS, UNITED STATES NAVY 


Mr. Forsytue. Mr. Marley, will you comment on what the admiral 
said about the ending of these claims? 

I am referring to this rather serious letter we showed you the other 
day from Fellows & Stewart. Senator Smathers asked what treat- 
ment these boat builders were going to receive in their claims. 

A statement is made by one of the shipyards that you had a con- 
ference on April 29 and 30 out there, ond" he was not at. all satisfied 
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with the manner in which you had participated in that negotiation. 
Specifically, he says that you were not happy with the fact that he 
had his accountant there and his attorney, and you wanted to talk to 
the contractor himself, and he brought to your attention that you 
had seven men with you and he thought that he ought to have legal 
counsel and his accountant with him. 

He states that you said that you had come out there and was given 
a figure of $350,000, and that was it. 

This man was negotiating on a delay claim of over $1 million. Then 
he says that you attempted to lump change order claims still being 
adjudicated with the delay claims and settle it all in one group, which 
would mean that he would waive certain rights under his change order 
claim. 

Now I think this committee is going to be very interested in how 
the Navy approaches these small shipbuilders and negotiates final 
settlement of these claims. 

Senator Frerevson. What do you have to say about what has been 
stated by counsel ? 

Mr. Marury. I have many things to say. I would say these claims 
are about the most difficult of any that I know. 

With regard to the remarks made in that statement, I would put 
them in three categories: (1) Is true; (2) partially true; and (3 
absolutely false. 

Senator Fercuson. All right, now what is false? 

Mr. Marry. The statement that I would not permit the contractor 
to submit his evidence of proof that he had been delayed. That is 
not true. 

Senator Fercuson. What about the one where you did not want the 
lawyers or the accountant present ? 

Mr. Marixy. That is not true. 

Senator Frereuson. Is that one absolutely false ? 

Mr. Marvey. That is partially true. 

Senator Ferguson. What is false about it? 

Mr. Mariey. Well, the false thing about it, Senator is—there is 
the story, of course, that there are two sides to every coin. 

Senator Frrcuson. Sometimes they are the same, though. 

Mr. Marury. Well, perhaps this one was. 

Senator Frereuson. What is wrong about having an accountant 
and a lawyer present ? 

Mr. Martey. There is no problem at all, sir, but this particular 
situation was a very unusual one, one of the most unusual ones that 
I have ever encountered. 

Senator Fercuson. Was there anything secret or anything that an 
outside lawyer or an accountant should not know ? 

Mr. Martry. Well, I would say this, there are certainly many things 
that the president of the company should know better than his counsel. 

Senator Frrcuson. Yes; but does he not have a right to have 
counsel ? 

Mr. Martey. Certainly. 

Senator Frreuson. Why would you even mention that you did 
not 


Mr. Martey. In fact, all my negotiations there were with the con- 
tractor’s counsel. 
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Senator Fercuson. Why would you even mention the fact that you 
did not want a lawyer and an accountant ¢ 

Mr. Mar ey. I don’t think I mentioned that. 

Senator Frrcuson. You said it was partly true and partly false. 

Mr. Martey. Well, it was the method of negotiation, or the way 
that he wanted to conduct the negotiations that I objected to. 

Senator Frrauson. Well, the fact that these people have come to 
the Small Business Committee or the Appropriations Committee, 
will that in any way affect these negotiations ? 

Mr. Martey. No, sir. 

Senator Fercuson. Has it affected them? 

Mr. Martery. It has not influenced any of them, to my knowledge. 

Senator Frercuson. Did you have a set figure when you went out 
there? 

Mr. Martey. No, sir. I had not seen this claim until I arrived 
there. As a matter of fact, the claim was not presented until 30 
minutes after I arrived. 

Senator Frereuson. How do you account for this letter? Why 
would a man make these accusations out of a clear sky ¢ 

Mr. Forsyrnue. I might add that this man requested that the evi- 
dence or the letter be read and shown to Mr. Marley, and said that he 
was worried about what would happen if he did, but he felt he had to, 
that he felt the negotiation procedure that went on, to him, was the 
worst possible negotiation that he ever carried on with the Navy. 
He compliments the Navy in here and specifically Captain Vangeli for 
the treatment he has received from him, he compliments the local office 
out there, but he says in this particular negotiation that he was of the 
opinion that there was no negotiation, that you lumped, both the 
change orders and 
Mr. Martey. I would agree with that, sir, that there was no negotia- 
tion. 

Mr. Forsyrur. Did you lump the two claims, the change orders and 
the delay claims and suggest he close them out on one basis? 

Mr. Martey. That I did. 

Mr. Forsyrue. Well, why did you do that? 

Mr. Martey. Well, I think you would have to have a very good un- 
derstanding of the 

Mr. Forsyrue. Now, wait a minute. They are both different and 
they are different claims. 

Mr. Martey. There were three types of claims. 

Mr. Forsyrue. But he has certain legal rights under some that he 
did not have under others, and by any negotiating which was not done 
fully on the change order claim, and lumping it with the delay claim, 
he forfeits certain rights under that change order claim that he might 
otherwise have had if he negotiated on that alone. 

Mr. Martey. The Bureau has certain authority to settle specific 
claims arising under contracts. There are other claims the Bureau 
has no authority whatsoever to settle or decide. 

Mr. Forsyrue. Who settles those claims? 

Mr. Martey. That authority has been delegated to the Secretary of 
the Navy. 

Senator Fereuson. Are you a civilian ? 

Mr. Martey. Yes, sir. 

Senator Frrauson. Whom do you operate under? 
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Mr. Martey. I beg your pardon? 

Senator Fereuson. Who do you operate under ? 

Mr. Martey. I report to Captain Vangeli, sir. 

Senator Ferguson. You heard what the admiral said here about 
the negotiations. They got out anew memorandum. Have you gone 
over that ? 

Mr. Maruey. | certainly have, sir. As the senior negotiator, I am 
responsible for many of these negotiations—most all of the negotia- 
tions that are conducted in the Bureau of Ships. 

Mr. Svein. I think, sir, 1 can contribute something to this. When 
Mr. Marley says there are some claims which he could not settle under 
the contract, what he refers to, I believe, are claims for relief which 
the contractor is not entitled to under the contract. In other words, 
an amendment without consideration which can be granted only 
under authority of the War Powers Act. 

Mr. Forsyrue. What about these delay claims? 

Mr. Srery. I would like to say that the contract does provide a 
very adequate basis for making an adjustment for any damage done 
to the contractor by the Government either through the issuance of a 
change order or through delay in the delivery of anything which the 
Government is ablinets d to deliver to the contractor. 

Mr. Forsyrur. Do you take the same attitude toward a change 
order claim as you do toward a delay claim ? 

Mr. Maruey. I do not know what you mean by attitude. The con- 
tract provides, in both cases, that the settlement is to be made by reach- 
ing an equitable adjustment between the parties, that is the thing. 

Mr. Forsyrne. Well, 1 will tell you what I mean. These contrac- 
tors have said that they received fair adjudication on a lot of change 
order claims, but when it came to the discussion of delay claims they 
were met with an entirely different attitude on the part of the nego- 
tiators at the local level and here in Washington. 

Mr. Srer. I cannot answer your general statement but I say that 
I cannot conceive of contract language which would be any more just 
in its tenor than the language which says that an equitable adjustment 
shall be made between the parties. Certainly the contract provides 
for the parties to consider any damage which has been done to the 
contractor and to deal with it equitably. That is true both in the 
case of changes and in the case of delays. 

Mr. Forsytur. The only consideration that the committee has is 
that that language be lived up to and lived by and not be circum- 
vented. This man here raises a very serious charge and I think Mr. 
Marley should be able to answer it. 

Mr. Marzey. I would like, if the committee permits, to file a com- 
plete reply to this letter that has been sent here. I had not intended to 
do that and I am not prepared to do it beyond what I have said. 
However, I would be very happy to answer your specific questions 
regarding any point that has been raised in it. 

Mr. Forsyrne. I think that would be very fair and I think the com- 
mittee should have that letter. 

Mr. Martry. I would also like to file for the record later my report, 
which is an official summary to the Bureau, of this negotiation that 
took place in Long Beach on April 29-30. 





it 
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(The documents referred to follow :) 


DEPARTMENT OF THE Navy, 
3UREAU OF SHIPs,™ 
Washington, D. C., June 1, 1954. 
SENATE SMALL BUSINESS COMMITTEE, 
Senate Office Building, Washington, D. C. 
(Attention: Mr. Franklin Woodruff. ) 

GENTLEMEN: Thank you for the opportunity afforded me by your committee 
during the hearings on the Navy’s tug program to answer the statements made 
concerning me by Fellows & Stewart, Inc., in their letter dated May 15, 1954, 
which was made a part of the record (see p. 30). 

I do not believe that it would be appropriate for me to serve as my own 
reference as to my character and integrity, except to affirm to the committee that 
I have tried in all the negotiations which I have conducted to represent the 
Government to the best of my ability and to deal fairly with all contractors. If 
there is any doubt in this area, I think it more appropriate for the committee 
to question my superiors in the Navy who know my work or responsible officers 
it may wish to select from almost any industry in the United States doing 
business with the Bureau of Ships. I have had dealings with most of them; 
several were present at the hearings. I do not believe that your findings will 
square with the statements made concerning me. 

The statement that I refused to permit Fellows & Stewart to introduce the 
evidence necessary to prove their claim is not true. I did object to contractor's 
counsel reading the history of the happenings and other prepared statements 
showing the causes of delay. These documents I had read the preceding day 
and needed no further evidence to show what caused the delay. The documents 
presented by the contractor and data available in the supervisor’s office not 
only established as fact the contractor was delayed but showed the reasons for 
said delays. My problem was to determine, in accordance with the terms of the 
contract, the responsibility and place some value on that part of the total delay 
for which the Government was responsible. 

As previously stated, all my discussions during the negotiations on April 
29-30, 1954, were with outside counsel and outside auditors representing the 
contractor. I did wish to question the president of the company and the com- 
pany’s regular accountant but was not permitted to do so by the contractor’s 
counsel. I think this is admitted by the contractor in his statement when he 
says, “It was very evident that Mr. Marley had discovered that Fellows & Stewart 
bas well prepared its claim for presentation and that he did not want to hear it 
and thought that if he got the president of Fellows & Stewart alone he might be 
eble to force a settlement.” It is my feeling that much can be accomplished in 
a negotiation of this type by face-to-face discussion between the principals. 
To construe my desire to talk directly with the president of this contractor as 
an attempt to “force a settlement” is a complete distortion of my purpose. 

It is not the policy of the Bureau of Ships or the practice of contracting 
officers to force a settlement. It is the policy of the Bureau to deal equitably 
with all matters arising under its contracts. As a contracting officer charged 
with this responsibility, I personally feel a deep sense of humility. My repu- 
tation for fairness is well known to the many Navy contractors, large and small, 
dealing with the Bureau of Ships. My reputation for protecting the Govern 
ment’s best interests likewise is well known. 

The statement that I would make no settlement that did not include all out- 
standing change orders is true. As indicated in my official memorandum for 
file dated May 7, 1954, covering these negotiations, a copy of which is attached, 
the increased costs by reason of the delays in receipt of Government-furnished 
material and by reason of change orders are included in to the total projected 
cost and are not severable. For this reason it was necessary to establish at least 
a maximum amount for the change orders. The contractor finally agreed. 

The statements, “He did not care whether or not Fellows & Stewart went 
bankrupt; it was no concern of his whether the yard closed; he did not care 
what it might cost the Government to have the tugs finished by some other con- 
tractor,” are misstatements of fact. I said that the question as to whether or 
not Fellows & Stewart went bankrupt or how much it would cost the Govern- 





a See Admiral Manseau’s letter of June 8 to Senator Ferguson, appendix 15 (en- 
closure 7), p. 261. 
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ment to have the tugs finished elsewhere could not, in anyway, influence my 
thinking in the amount to which they were entitled under the contract for the 
delay claim. I added, however, that if the amount for the delay claim was 
not sufficient to permit complete performance of the contract, it would be my 
immediate problem then to consider what could be done under the authority of 
title Il of the First War Powers Act. 

Again I wish to thank the committee for its fairness in dealing with a most 
difficult problem and for hearing the views of all parties concerned. 

J. C. MARLEY, 
Senior Negotiator, Bureau of Ships. 





DEPARTMENT OF THE NAvy, 
3UREAU OF SHIPS, 
Washington, D. C., May 7, 1954. 
Memorandum for file. , 
Subject: Conference: Fellows & Stewart, Inc., Long Beach, Calif.; delay claim 
under contracts Nos. 5566 and 5576. 

1. On Wednesday, April 28, 1954, Messrs. Marley and Arenander and Com- 
mander Knowlton met with the supervisor of shipbuilding, Commander Wallace, 
in his office to discuss the subject claim. Shortly after this conference began, 
Mr. William G. Jerrems, general manager of Fellows & Stewart, delivered to 
the supervisor of shipbuilding a 317-page document which was a diary of the 
various happenings during the performance period of the contract, which had 
been maintained by the contractor. He also delivered several exhibits and 
enclosures, all of which constituted support for the contractor’s claim previously 
presented by him but which was comprised of a 2-page letter which in substance 
stated that the contractor had been damaged to the extent of approximately 
$987,000 by reason of the Government's failure to deliver plans when required 
as agreed to under the contract. 

2. The Navy personnel studied and discussed these documents the entire day 
of April 28, 1954. They agreed that the contractor had experienced delays of 
approximately 4 to 8 months for which the Government was, to a great degree, 
responsible; and, on the basis of man-hour curves prepared by the supervisor of 
shipbuilding and Commander Knowlton (Code 516) and returned costs through 
December 31, 1953, audited by the Cost Inspection Service, determined that the 
claim could be valued between $400,000 and $600,000, including all unadjudicated 
change orders outstanding as of the current date. After complete agreement 
among the Navy people; the Bureau, supervisor of shipbuilding, and Cost Inspec- 
tion Service; on the foregoing, a conference was arranged with the contractor 
for April 29, 1954. 

3. On the morning of April 29, 1954, when the contractor’s representatives 
arrived, Mr. Sweeney, of Fellows & Stewart, immediately stated that during 
the preceding day, after studying the papers previously presented, he had con- 
sidered it necessary to amend the claim and stated it was his desire to now 
present their claim as revised. This revised claim consisted of a 13-page docu- 
ment which was still in rough draft form. No copies were available for the 
Navy people to see. For that reason Mr. Sweeney insisted on having the 
general manager of the company read the document to all present at the con- 
ference. Those in attendance are listed on enclosure (1). 

4. During the reading of this document by the general manager, Mr. Sweeney 
interrupted to question one of the contractor’s representatives. This question- 
ing followed very closely the procedures prescribed for attorneys questioning 
sworn witnesses on the stand in a courtroom. In other words, Mr. Sweeney’s 
first questions were “What is your job?’ “Are you an engineer?” “Where did 
you attend school; did you take a degree?” ‘Now, will you tell us how long you 
have been working in this field?” At this point Mr. Marley questioned Mr. 
Sweeney as to whether or not he intended to follow this same procedure in order 
to present his revised claim. Mr. Sweeney stated that, since all the people he 
had brought with him had detailed information regarding all the difficulties 
encountered during the performance period of the contract, he considered it 
necessary for him to question them in the presence of us all in order to ade4 
quately present the necessary data to prove their claim. Mr. Sweeney added 
that all the people present represented Fellows & Stewart and had also assisted 
in the preparation of the 317-page diary which he had hoped it would not be 
necessary for him to read but he thought it might be necessary for him to ques- 
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tion each of his people on various points raised throughout this document. At 
this point, Mr. Marley stated that the people from the Bureau were neither 
judges nor juries and had not come to California to participate in an investiga- 
tion or a court hearing but were there to obtain facts necessary for them to 
decide whether or not the claim filed by the contractor was one to be considered 
under the contract or one to be considered under title II of the First War Powers 
Act. 

5. This question had bothered the Navy representatives the preceding day 
primarily because all change orders adjudicated up to that date had not included 
any amount for cost attributable to delays by reason of changes in specifications. 
It had been made clear, both by the Supervisor and the contractor, that any 
amount to cover such delays would be postponed and included in their claim for 
damages which they would assert luter under the Government-furnished material 
clause. The record showed that mutual agreements covering adjudicated change 
orders totaling approximately $700,000 had been executed by both parties. While 
the letters from the contractor submitting its proposals for the prices to be 
assigned to the numerous change orders indicated that such prices did not 
include any amount for delays, the mutual agreement executed by both parties 
was silent on the subject. It was, therefore, clear that the procedure followed 
by the supervisor of shipbuilding and the contractor was wrong. Under the 
circumstances, particularly sin¢e the mutual agreements did not actually reflect 
what the parties had agreed to, a claim for delay costs by reason of change 
orders was suggested. 

6. It was, therefore, necessary for the Navy to obtain some evaluation of the 
costs attributable to delays caused by the change orders and for the additional 
costs caused by the nonreceipt of Government-furnished material when needed. 
The contractor was unwilling to consider or attempt to place an evaluation on the 
two causes of delay. It was their contention that by payment of the claim they 
had presented on an overall basis, they Navy would get delivery of the boats at 
a cost which would be less than could be obtained elsewhere. 

7. The contractor then pressed for a partial payment and stated that it was 
his desire to postpone the final settlement until after the contract was com- 
pleted. It was his position that the final damage to the contractor could not be 
determined until that time. This request was denied by Mr. Marley. He stated 
that there was no evidence which showed any necessity for postponing the 
final negotiations, that sufficient data were available for negotiating a final 
settlement not only for the delay claim but for all unadjudicated change 
orders and that this was the Navy's objective. 

8. The request for partial payment on the claim presented by the contractor 
was denied for the foregoing reasons. While the contractor was not told, it 
was Mr. Marley’s opinion that the approval of a partial payment would only 
delay the final settlement and result in greater costs. This thinking is true 
not only in the case of Fellows & Stewart but in numerous other similar situa- 
tions where small shipyards are involved. The officers and principal employees 
of such companies are paying themselves very handsome salaries and have very 
generous expense accounts. They are alert to the fact that the immediate 
future does not promise any additional contracts or work. Consequently, it is 
their desire to extend the performance period of the contracts they now hold 
as long as possible when the contract is open and subject to revision for inclu- 
sion therein of their continuing expenses. It should, therefore, seem clear, 
under the circumstances, that the granting of partial payments is a means by 
which contractors then bleed us to death. 

9. During the remaining part of the day, the contractor would not negotiate 
toward a final settlement. Instead, he pressed his case for a partial payment 
which was again denied. Mr. Marley did agree to fix a minimum value on the 
contractor’s claim which would be stated in writing and which the contractor 
could use to obtain additional financing from the bank. He would not agree, 
however, to enter into any contract amendment for purposes of granting a partial 
payment. 

10. The following day, April 30, 1954, every effort was made by the Navy 
to negotiate a final settlement. Every statement and every action of the con- 
tractor indicated unmistakably an attitude of unwillingness to negotiate. It 
was clear to all Navy people that they would continue their efforts to obtain 
partial payments from time to time until the contract was completed and then 
negotiate a final settlement. The efforts of the people representing the Navy 
in Long Beach were unsuccessful because of the intelligence received by the 
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contractor that it was the policy of the Navy to make partial payments under 
similar circumstances. 

11. At the conclusion of the conference, the contractor was made a final offer 
of $350,000 in final settlement of the delay claim and a maximum amount of 
$368,000 for settlement of all unadjudicated change orders outstanding as of 
May 1. The contracting officer, Mr. Marley, stated that these amounts were 
the maximums on the basis of all facts up to this time presented but was 
willing to reexamine the Bureau’s position upon formal submission of the claim 
when received in the Bureau with the comments of the supervisor of shipbuilding 
and those of the Cost Inspection Service. The contractor was then advised 
that, unless these comments and data presented at that time clearly showed 
good reasons for changing these offers, said offers would be reduced to findings 
of fact which could be then handled under the “Disputes” article of the con- 
tract. The foregoing offers were agreed to by all Navy people present and were 
based on all evidence put before them but, more particularly, the following 
data extracted from the claim, Cost Inspection Service records and the Super- 
visor of Shipbuilding records: 


Fellows & Stewart, Ine Contracts NOBS-5566 and NOBS—5576 for 23 65-foot 

















tuys 
Contract price: 
NObs-—5566 : . sae - _ as ie $3 46, 575 
NObs-—5576 eee 
Total anaes _.._ 2, 808, 585 
Adjudicated C, O.: 
NObs—5566 ee ee am _._._... $106, 000 
NObs-5576_- , Sn 
a 669, 597 
Current fixed price_-_- oe it tp lk te acts ie ah cas ose 3, 473, 132 
Unadtjudicated C. O. open under both contracts—maximum-_-_ a 368, 000 
Maximum price as adjusted for C. O_ eee 
Delay claim dated Apr. 29, 1954 Aki caseo ds Gea pceanieliad 1, 320, 013 
Total ij aii “ si s 7 actin ans “ES 
Total projected cost (contractor's figure) —_- otis Ih ageiscdinat hacia bs chiang atic 4, 632, 449 
Profit indicated , Sie eden Ls ere ae 528, 696 
CIS exceptions to cost ‘ i ilewe dea 246, 703 
Profit adjusted for CIS disallowances_____- WERE ee okay ee 
Cost incurred to Dee. 3, 1953- : aeeaaa athe i seine tetas eels oa! 2, 791, 449 
Estimate to complete f witeca ksi shlahn gh tae” ig CE a 
Total projected cost (contractor’s books) ~-_--- whtiicus wilh eae 


* Contractor made his estimate by engineering evaluation of work to be com- 
pleted as of Dec. 31, 1953. 

Che CIS used cost incurred as of Dec. 31, 1953, projected to 100 percent. For 
this purpose CIS used Supship’s progress reported as of that date. 

The difference of only $140,337 was established as between the two methods. 
However, the CIS took exception to an additional $106,366 incurred as to be 
incurred for a total difference of $246,703. 


Unpaid balance under contracts May 1, 1954 Sz bi su _ $684,518 
Add: 
Amounts withheld under contracts 4 ‘ phi el Sak 71, 076 
Unadjudicated change orders (maximum price) --~-------_----~- 368, 000 
Maximum available under contract, excluding delay claims____ 1, 123, 594 
Estimate to complete Dec. 31, 1953 (contractor’s) --._____-___-_-_____- 1, 841, 000 
Cost incurred Dec. 31, 1953, through Apr. 30, 1954 (contractor’s) —_- 864, 917 


Estimate to complete May 1, 1954___ eel. L Se ee 976, 083 
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‘fhe profit indicated and the profit adjusted assumes that the entire delay claim 
and amounts requested for change orders are allowed. It does not take into ac- 
count the possible savings in the estimated amount to complete. 

Kither the delay claim or the estimate to complete is substantially overstated. 
If there is any merit to the contractor’s claim that he was put to additional cost 
by reason of the delays, then such additional cost should be deducted before ex- 
tending to 100 percent completion. This has not been done by use of either 
method. 

Since all causes for delay for which the Government was responsible were 
corrected between July and December 1953, it would be fallacious to project the 
increased cost of the inefficient performance for the first 52 percent (labor com- 
pletion) to 100 percent completion. It would be equally fallacious to claim, by 
engineering analysis or otherwise, that cost to complete now with all materials, 
plans, ete., available and operating at a peak efficiency would be as much as it 
was from the beginning to the 52 percent (labor) completion point during 
which period the contractor was operating under very difficult conditions or as 
the contractor put it and I quote, “If one tried, it is doubtful if one could have 
made a more chaotic condition and created more confusion than existed.” 

12. Saturday morning, May 1, 1954, before leaving Long Beach, the contracting 
officer, Mr. Marley, was advised by Commander Wallace of the sup-Ship's Office 
that Mr. Fellows had consulted with his bank who was willing to lend him 
money on the basis of a dispatch from the contracting officer setting a minimum 
value on the claim. The Supervisor, Commander Wallace, also indicated that 
he could adjudicate within the following week change orders for a value of ap- 
proximately $125,000. The dispatch referred to, a copy of which is attached 
as enclosure (2), was sent to the contractor by Mr. Marley from San Francisco. 

13. As indicated by the figures hereinabove set out, it would appear that with 
the funds available in the contract against which progress payments can be ob- 
tained and the bank financing on the basis of the dispatch and mutual agree- 
ments reflecting the adjudicated change orders involving a total of approxi- 
mately $400,000, no additional financing will be required for the completion of the 
entire contract. However, the contractor stated that this amount would be 
sufficient for only 30 days’ operation. The contractor’s statement is considered, 
by the supervisor of shipbuilding and the contracting officer of the Bureau, to 
he ridiculous. 

14. For the record I want to make it clear that no further partial payment 
or other means of financing are to be considered without my specific approval. 

J. C. MARLEY. 


CON FERENGE 
Fellows & Stewart, Inc., delay claim under contracts NObs 5566 and NObs 5576 
on April 29, 1954, at Office of Supervisor of Shipbuilding and Naval Inspector 
of Ordnance, Long Beach Naval Shipyard 


Sc: SS PATO ao nb iS hi i Sete whi Gna BuShips 

N. L. Arenander_-_-_-_- ists ich sch Do. 

Comdr. N. W. Knowlton__-__---------- BuShips (516) 

Gi: Th. GROGR ads 2 cents A Navy cost inspection 

Comdr. E. H. Wallace__-_----- Pets a SupShip Long Beach 

0; F. COCR sass i eed tds res Do. 

Whe Pir AO a sb siciistai nee csdicioin an ..... Navy cost inspection 

H..M. OCrenquiste su. -oses atjee : Do. 

a | Sadat _..... With Lybrand, Ross Bros. & Mom- 


gomery accountants for Fellows 
& Stewart 


Js Bh; MEO isintisicncsinn dunsinds itbasn’ Do. 

is NF is hi as eis hie hes ......... Attorney, Fellows & Stewart 

We Ne, IONE. bet i eee ee ls Fellows & Stewart 

Joseph Fellows, Jr__-_----- ..........--. Fellows & Stewart, president 

ee i es ai be cna ......... Fellows & Stewart, accountant 

ee en an cn en onbacke eeude Fellows & Stewart, engineering as- 
sistant to Mr. Jerrems 

Ezra A. Chandler___.__---_- en Fellows & Stewart 


R. W. Cutler a ala icicle Dh 2 es ops ciel alae Fellows & Stewart, superintendent 
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Capr. M. G. VANGELI’S COMMENT ON FELLOWS & STEWART LETTER TO THE 
COMMITTEE, DaTep May 15, 1954* 


Fellows & Stewart letter to the committee, dated May 15, 1954, is in the record 
of this hearing. Mr. Marley is commenting separately on the bulk of the letter 
which discusses the negotiations between Fellows & Stewart and Mr. Marley. 
It should be noted that Mr. Marley is the senior negotiator of the Bureau with 
a long record of successful negotiations of the most complex character and of 
large dollar value with many of the largest corporations of the country as well 
as with many of the smaller companies. The mutually satisfactory agreements 
Mr. Marley has reached with all these corporations speak for his ability to see 
and consider both sides of a negotiation. 

The next to the last paragraph of the Fellows & Stewart letter states, “We 
understand that our Government has increased contract prices in European yards 
after the contract was signed.” This is not true. The Government has often 
decreased contract prices by redetermination of the contracts after work was 
underway. It has never increased contract prices except as a result of change 
orders or amendments which increased the scope of the contracts. 


Mr. Martey. If there are any specific questions I shall be glad to 
answer them, 


(Enclosure 8 of Admiral Manseau’s letter to Senator Ferguson, dated June 8, 1954. 
See appendix 15, p. 261.) 
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Mr. Forsyrue. In his letter he compliments you on what you did for 
him in getting $275,000. 

Mr. Martey. I believe he is complimenting the Bureau, although 
I accomplished it for him. I do not believe he gives me the credit for 
that. 

Mr. Forsyrie. There is a strong inference in here that he is compli- 
menting you in here on that one, too, but he is objecting strenuously 
with regard to the conference of the 29th and the 30th regarding the 
delay claim. 

You did not have a figure when you went out there? 

Mr. Mariey. No, sir. 

Mr. ForsyrHe. Did you make any statement that $300,000 was a fair 
figure or that that was it? 

Mr. Martey. I made a statement—when I thought I had made it 
clear, from all of the data that had been presented—that the claim 
was substationally overstated, which I am prepared to prove, I think, 
to the contractor, and to the writer of that letter. On the basis of the 
analysis that had been made, the prec on by myself, oF assistant 
supervisor of shipbuilding and the Navy cost inspector, I did make 
them an offer. When he refused to make one to the Bureau, I did, to 
open the negotiations, I did suggest that I thought the claim had a 
value of approximately $300,000. 

Senator Frreuson. I think you ought to have the privilege in this 
record of replying to this letter. 

Mr. Maruey. I certainly do, too, Senator, but I would like for the 
committee to know this, that in a negotiation, even with things like 
this which I have experienced before, I am still out to accomplish 
two things—but I want to set your mind at ease, here, as to the treat- 
ment these contractors are receiving. Bear in mind that as the nego- 
tiator, I must deal with all types of temperaments. 

Senator Frreuson. That 1s correct, and I do not want you to think 
from anything we have said here that we are trying to force you— 

Mr. Martey. Whether it is the big outfit in Newport News or some 
little person operating a little shipyard. 

Senator Frreuson. I do not want you to think we are trying to 
force you to do anything you would not normally do under the code 
of your duties. 

Mr. Maruey. I must adapt myself to any of those situations, big or 
small. That is exactly what I did in California. Prior to the time 
of arriving there I had settled two deals, one deal preceding and one 
following, with two other contractors. 

Mr. Forsyrne. Did you get a copy of this letter / 

Mr. Martey. I have a copy of it, sir. Thank you. 

Mr. Forsyrue. We will include the copy of your letter as an answer 
to this. 

Mr. Martey. One other thing I would like to say about what the 
Bureau is doing to settle these ¢ claims. The Chief of the Bureau and 
Captain Vangeli have been on my back for over a year. As fast as 
these come up they either come in or we go there. 

As in this case, the contractor notifies the Bureau—I do not know 
when it was, because I was in Florida conducting a negotiation with 
the Tampa Marine, but I was notified that the contractor was closing 
his yard on Friday, I think April 30, unless we acted on his claim, so 
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I returned to Washington, was in my office one day, and went to Long 
Beach Tuesday; spent all day Wednesday with Navy people—the 
supervisor of shipbuile ling, the cost inspector and others there, exam- 
ining and analyzing this claim. 

The following morning, Wednesday, after our analysis of the 
claim, the contractor—no, the day we were analyzing the claim, the 
contractor brought in these exhibits and all of the supporting decu- 
ments. P robably 350 pages with numerous supporting data, includ- 
ing one book that was drawn in by reference—Ships for Victory and 
How To Build Them. 

It was a very rugged negotiation, I can assure you of that, but I 
am satisfied—I was satisfied when I left there and I am satisfied now, 
that whenever it is settled, which I hope will be soon, the settlement 
will be an amiable one. They have promised that the claim will be 
formally presented to the Bureau within 30 days, with the official 
comments of the supervisor of shipbuilding, and the cost inspector. 

At that time we will arrange another conference and I am sure in 
my own mind, if the contractor is willing to negotiate, we will reach 
an amiable settlement. 

Senator Frreuson. All right, sir 

We will now recess and the committee later, as soon as possible, will 
write a report. We want to get all the information in. 

(Whereupon, at 5:45 p. m., the subcommittee adjourned.) 
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APPENDIX 1 


DEPARTMENT OF THE NAVY 
BUREAU OF SHIPS 
WASHINGTON 25, D. C. 


BUSHIPS 4250.10 

Ser 1700-3 

25 January 1954 
BUSHIPS INSTRUCTION 4250.10 


From: Chief, Bureau of Ships. 

To: Assistant Chief of Bureau of Ships, Director of Contracts, SNDL E-2 
and L-3. 

Subject: Administration of vessel construction and conversion contracts. 

Reference : 


(a) BUSHIPS Instruction 4241.2 of 11 Aug 1953 

(b) BUSHIPS Instruction 9020.5 of 2 Nov 1953 (not to SNDL E-2) 
(c) BUSHIPS Instruction 4262.3 of 2 Dee 1953 

(d) BUSHIPS Instruction 4241.3 of 23 Dec 1953 (not to SNDL E-2) 


(e) BUSHIPS Instruction 4264.3 of 30 Dec 195% 


1. Purpose 


The purpose of this instruction is to call the attention of the addressees to 
some problems which have arisen in connection with the administration of vessel 
construction and conversion contracts in order to make certain that there is a 
common understanding of such problems among interested activities of the 
Bureau of Ships, and where necessary, to improve our procedures for handling 
such problems. 


2. Background 

A number of our small shipbuilding contractors are experiencing financial 
difficulties in performing their contracts. Many factors have contributed to 
these difficulties, some of which are the responsibility of the contractor and some 
of which are the responsibility of the Government. It is to be expected that 
contractors in such circumstances will emphasize, and frequently exaggerate, 
the instances in which action of the Government has contributed to their diffi- 
culties. At the same time, it is the policy of the Bureau to recognize fully its 
responsibilities where they exist and to make prompt and equitable adjustments 
therefor as provided in the applicable contracts. 

8. Action required 

Some of the most common problems in the administration of vessel contracts 
are outlined below with my general comments upon them. The addressees are 
requested to examine their current procedures with respect to such matters in 
the light of these comments and to take any corrective action which may be 
necessary. 

(a) Prompt and equitable adjustment on account of change orders.—The atten- 
tion of contractors should be called to the standard vessel contract requirement 
that claims for adjustment on account of changes must be submitted within 
30 days of the date of the receipt by the contractor of the notification of the 
change. Authority previously has been delegated to cognizant field representa- 
tives to settle such changes by mutual agreement with the contractor and to 
allow the contractor additional time for submitting its estimate when the facts 
justify such an extension. Sound administration, both from the standpoint of 
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the contractor and from the standpoint of the Government, requires that unneces- 
sary delay in the submission of estimates be avoided and that adjustments for 
changes be made as promptly as possible. Such adjustments should compensate 
the contractor equitably not only for the cost of additional labor and materials 
necessary to accomplish the change but also for resulting disruptions in the work, 
including particularly the inefficient use of labor, and any other additional costs 
that are fairly attributable to the change, and for any increase in the time 
required for performance of the contract. 

(b) Prompt and equitable action on contractors’ claims for change orders.— 
Prompt action should be taken in the field and in the Bureau upon each request 
by a contractor for issuance of a change order. Whenever the technical inspec- 
tor considers the contractor’s claim for issuance of a change order to be un- 
founded, the technical inspector should discuss the request with the contractor 
and explain to the contractor why the technical inspector considers such request 
to be unfounded. If the contractor continues, after such explanation, to request 
the issuance of a change order, its request should be forwarded without further 
delay to the Bureau and should be acted upon promptly by the Bureau. 

(c) Government-furnished material_—The Government is required under the 
standard-vessel contract to deliver the material which the contract provides is to 
be furnished by the Government in sufficient time and of suitable quality to 
enable the contractor to meet the contract delivery and performance require- 
ments. In a number of contracts, plans are treated as Government-furnished 
material. Every effort should be made to insure delivery of such Government- 
furnished material at the time and of the quality required. In the event the 
Government-furnished property is not delivered to the contractor at such time, 
the contractor is entitled under the standard-vessel contract to request an 
equitable adjustment in the contract delivery or performance dates, or price, 
or both, and in any other contractual provision affected thereby. All such re- 
quests should receive priority treatment both in the field and in the Bureau. 

(d) Evaluation of progress for the purpose of making progress payments.— 
Care should be taken in the computation of progress for the purpose of making 
progress payments to avoid either overestimating or underestimating progress. 
The former results in the improper advance of public funds while the latter 
prevents the contractor from replenishing its working capital in a timely 
manner. Since a relatively slight error in computing progress may result in 
a substantial over or under payment, the importance of careful and accurate 
estimating cannot be overemphasized. It is essential that progress payments 
be made as promptly as possible. 

(e) Request for partial payment of escalation.—Although escalation is not 
ordinarily payable until final settlement under the contract, vessel contracts 
of the Bureau provide that partial payments of escalation may be made in the 
discretion of the contracting officer prior to final settlement. Procedures have 
been established by the Bureau for handling requests by contractors for such 
partial payments which I believe are sufficient to protect the Government's in- 
terest in every case. Addressees should not be reluctant to process requests for 
partial payments of escalation in accordance with such procedures. 

(f) Prompt referral of difficulties for decision—In any case where agree- 
ment cannot be reached between the contractor and the cognizant Navy repre- 
sentative, either in the field or in the Bureau, the points in issue should be 
referred promptly to the proper individual or activity for decision. 

It should be recognized in connection with the foregoing that many of our 
shipbuilding contractors have commenced performance with the minimum work- 
ing capital necessary to perform their contracts. The time for processing and 
paying progress payments, change orders and claims under their contracts must, 
therefore, be expedited as much as possible in order to prevent depletion of the 
contractor’s working capital to an extent which may impair its ability to perform 
its contract. It is appreciated that the responsibility for presenting claims rests 
With the contractor, not with the Navy representatives, and that in a great 
many instances contractors have been slow and careless in submitting their 
Claims. Addressees should continue, however, to make certain that no unwar- 
ranted delay is caused by them. 

It is not the intent of this instruction to prescribe a set of rigid rules for the 
administration of vessel contracts, and nothing herein is intended to preclude 
the exercise of reasonable discretion in the administration of contracts by the 
addressees. It is the purpose of this instruction to call the attention of all 
concerned to the importance which I attach to the prompt, efficient, and equit- 
able administration of our contracts. Our contracts and our contractual pro- 
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cedures vest considerable discretion in us with respect to contract administration 
and impose upon us a corresponding responsibility to exercise our discretion 
within the limits of our authority with the utmost fairness and just consideration 
for the rights and problems of our contractors, 

Technical inspectors are particularly close to these problems and constitute 
some of the Navy’s most experienced and responsible representatives. Their 
understanding of contractors’ problems not only assists contractors under their 
cognizance, but by keeping in close touch with such problems, technical inspec- 
tors are also in a position to anticipate and alert the Bureau to approaching 
difficulties in the performance of contracts before they become critical. It may 
be possible to overcome some of these difficulties by prompt action under the 
contract. Others may be beyond our authority to adjust under the contract, 
However, advance notice of impending difficulties will assist the Bureau by 
inaking it possible for us to consider other possible methods by which difficulties 
may be overcome or alternately to make other arrangements to protect the 
interests of the Government. 

Recent guidance 

References (a), (b), (¢), (d), and (e), represent recent Bureau efforts to 
establish insofar as possible the processes for dealing with certain difficult con+ 
tract administration problems, Addresses are requested to review the referenced 
procedures periodically and to submit to the Director of Contracts any recom- 
mendations for changes which would result in better or more expeditious han- 
dling of the problems invoived. 

W. D. Leaoert, Jr. 


APPENDIX 2 


UNrreD STATES SENATE, 
SELECT COM MITTEE ON SMALL BUSINESS, 
February 17, 1954. 
Hon. Rosert B. ANDERSON, 
Secretary of the Navy, Washington 25, D.C. 

My Dear Mr. Secretary: I have been informed that the following-named small 
shipbuilding companies are among those participating in the Navy’s program for 
the procurement of 65-foot steel harbor tugs: 

1. The Olson Corp., Beresford, Fla. 

2. Smith Basin & Drydock, Fort Lauderdale, Fla. 


t 


3. American Boiler Works, Erie, Pa. 
4. Missouri Valley Steel, Leavenworth, Kans. 


5. Stewart & Fellows, Wilmington, Calif. 

6. National Steel & Shipbuilding Co., San Diego, Calif. 

It would be appreciated if the information requested in the series of questions 
below were directly related, wherever appropriate, to the contracts of the afore- 
mentioned companies and any others participating in the tugboat program. 

1. When and by whom were the requirements for this tugboat program origi- 
nally established? 

2. What amount of money was originally estimated as necessary to cover 
the construction costs of these tugs? By whom was this estimate prepared 
and approved? 

8. What are the requirements currently established for the program? 

4. What amount of money is now estimated as necessary to complete the 
tugboat program? 

5. How much money has been expended thus far in carrying out the program? 

6. What are the individual responsibilities of the Navy Bureau of Ships, 
the Coast Guard, the Army Transportation Corps, and the American Bureau of 
Ships, respectively? Explain in detail. 

7. Out of what appropriations are these tugs being paid for? 

8. Briefly summarize the reasons why so much difficulty should have been 
experienced by those small shipbuilders who have had tugboat contracts in this 
program. 

9. Who is responsible for determining whether work performed on the tugs 
meets specifications? Do others share this responsibility ? 

10. Who is responsible for determining what the specifications of these tugs 
shall be? 

11. How is a mandatory change order defined? 
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How is a “development” defined? 
How is a general change order defined? Explain why general change orders 
Nos. 102 and 103 were issued. 

14. Are changes in specifications effected by other means? Explain in detail. 

15. Who determines that a mandatory change order is to be issued? In the 
tugboat program, is this responsibility shared? Describe in detail the procedure 
by which a mandatory change order is implemented. 

16. What administrative machinery is available for resolving disputes under 
these contracts? Describe the procedures followed. 

17. How much money has been expended by the Navy on each of the tug 
contracts? 

18. How much of this can be assigned to work performed by each contractor 
according to mandatory change orders? 

19. How much can be assigned to actual progress each contractor has made 
on his contracts? 

20. If there is any money not thus accounted for, please explain the purpose 
for which it was expended. 

21. How many mandatory change orders have been issued for each contract? 
Please send a copy of each such order and identify the contract for which it 
was applicable. 

22. How many changes, other than mandatory, have been suggested by the 
Navy in regard to these tug specifications? Explain why each was issued. 

23. What contracts have been affected and to what extent by cutbacks in the 
original tugboat requirements? 

24. What have been the average rates of progress for the various contractors 
whenever such rates have been determined? 

25. How many tug contracts have been terminated? Give reasons for action 
taken in each case. 

26. How much money has the Navy paid Mr. Rosenblatt, the New York design 
agent, for his work in connection with the tug program? Please send a copy 
of his contract and any amendments thereto. 

Your prompt reply to these requests will be appreciated. With best wishes. 
Sincerely yours, 


12 
13. 


Epwarp J. THYE, 
Chairman. 





APPENDIX 3 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, April 28, 1954. 
Hon. Epwarp J. THYE, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

My Dear SENATOR THYE: Further reference is made to your letter of February 
17, 1954, in connection with the procurement by the Navy Department of 65-foot 
steel harbor tugs. Reference is also made to your letter of March 10, 1954, 
requesting other information with respect to 45-foot, 65-foot, and 100-foot steel 
harbor tugs and 65-foot cargo passenger vessels. 

The question raised in your February 17 letter are answered by enclosure (1) 
hereof. With respect to your March 10 letter, it was agreed by telephone 
conversation of April 6, 1954, between Mr. Franklin Woodruff of your committee 
and Mr. C. F. Elliott of the Navy’s Bureau of Ships, that the Bureau would 
furnish the information shown on enclosure (2), showing successful bidders, 
prices proposed and award prices on a per vessel basis. It will be noted that the 
prices shown on enclosure (2) cover only the fixed-price portion on which pro- 
posals were requested, but do not include the estimated cost of centrally procured 
material, the actual cost of which is being reimbursed to the contractors as a 
separate item under the contracts. 

Before going into the specific questions which you raised, I would like to ac- 
quaint you with the overall picture of the 65-foot tug program, which we recog- 
nize as particularly complex. It is noted, however, that the 45-foot and 100-foot 
tug programs have not generated more than the normal number of problems 
expected in shipbuilding programs. 

When the 65-foot tug program commenced early in 1951, we were in a state of 
national emergency due to the Korean situation and it was decided to “broaden 
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the base” of our shipbuilding industry which had shrunk tremendously since the 
cessation of hostilities of World War II. Therefore, some of the 65-foot tugs 
were awarded to contractors that might be considered marginal in the light of 
today’s national economy. 

Many factors were extremely difficult to evaluate in dealing with these small 
shipyards. Some of these factors and their effect were: 

(a) Several of the shipyards had been practically idle for several years. 
Could they recruit the same caliber of talent they had previously had with 
which they had produced satisfactorily? Shipbuilding personnel who had been 
“burnt once too often” by the feast-and-famine nature of shipbuilding could not 
be lured back, even to more lucrative jobs. 

(b) One new shipyard (Smith Basin) had a wealth of personnel experience in 
various phases of ship repair and shipbuilding, but these people had never really 
been tried as a team. However, when the game got underway, it was apparent 
that a coach in the form of proper management was lacking. 

(c) One shipyard (American Boiler Works) had a long history of successful 
ship repairs. How would this company fare in a shipbuilding program? Ship- 
building requires overall coordination and planning in addition to good, skilled 
mechanics. As it turned out the overall coordination and planning was lacking.’ 

(@) Most small companies keep few books. This cuts down overhead and 
also explains how the small companies were able, in many cases, to underbid 
the larger shipbuilders in this program. This low overhead is good as long 
as the contractor successfully completes the contract. However, if he runs 
into financial difficulty, it makes it very difficult for the Navy to determine 
exactly where the trouble is and what can be done to help the contractor. 

At the time the program commenced it was felt that considerable time and 
money could be saved by having one company do the design work for all of 
the building yards and to procure centrally certain material in order to effect 
cost economy by procuring in quantity those materials for which it was con- 
sidered desirable to standardize equipments. The firm of M. Rosenblatt & Sons 
was selected for both the design and central procurement functions. It is noted 
that this company is also handling these functions in connection with the 100-foot 
tug program. 

The various shipbuilders to whom contracts were to be awarded were deter- 
mined on the basis of competitive proposals. The five lowest bidders were 
awarded contracts only after producing evidence that satisfied the Bureau of 
Ships that they had adequate financial backing, when coupled with progress 
payments by the Navy, to finance the construction; and that they had adequate 
facilities and technical ability to perform the work. In conformance with the 
policy expressed above, of using the broadest possible base, minimum require- 
ments to meet these prerequisites were accepted. In an effort to insure to 
some extent that the contractors would perform, the Bureau required that they 
furnish performance bonds for a portion of the contracts. Analysis of the 
proposals received indicated that awards on a firm fixed-price basis (with no 
subsequent adjustment for increased costs of labor and material), although 
somewhat more expensive, would result in the best overall contracts for the 
Government. Awards were, therefore, made on a firm fixed-price basis. 

In the early stages of the program the design agent failed to furnish some 
plans, within the time required by the builders, and completed and sent to the 
builders certain plans that were later found to be defective in some respects. 
Also, as work progressed it was found necessary or desirable to effect changes 
in the structure of the vessels, which was accomplished by the issuance of change 
orders by the Bureau of Ships. These actions generally resulted in increased 
cost to the builders. In order to compensate the contractors for such additional 
costs, the Bureau of Ships took the following actions: 

(a) Issued general change orders authorizing supervisors of shipbuilding, 
United States Navy and naval inspectors of ordance to adjust contract prices for 
increased costs resulting from plan errors or Omissions. 

(b) Supervisors of shipbuilding, United States Navy and naval inspectors 
of ordance, acting for the Bureau of Ships negotiated adjustments to contract 
prices for each change order issued which resulted in increased or decreased 
work under the contract. 





® See appendix 10, p. 253, for letter from Nathan L. Silberberg, attorney representing 
Mrs. Alan MeccDowell, former president, American Boiler Works. See als) appendix 11 
for Mrs. McDowell's letter to the Senate Small Business Committee, p. 253. 
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) Indicated its willingness to make adjustments in appropriate Cases in 
contract prices for increased costs as established by the contractor resulting from 
late receipt of plans, which are Government furnished material under these 
ontracts 

With respect to these adjustments, the builders’ lack of administrative help 
has proven to be very serious. Without having available the erection schedules, 
accounting records, man-hour figures, etc., that would have been prepared by such 
idministrative assistance, contractors have found it impossible to establish firm 
bases for presentation of claims against the Government for money to which they 
may otherwise be entitled. The Government’s contracting officers, on the other 
hand, are seriously handicapped in making allowances on claims that the con- 
tractor cannot justify by its books of account. 

When originally planned, it was anticipated that this program would cost 
approximately $21,384,000. It is now evident that the program will cost in 
the neighborhood of $27 million, or an increase of 26 percent This increase is 
larger than is normally expected, but is not unduly large 

I wish to assure your committee that the contractors on this program, and 
those performing under any contract for the Navy, have been and will continue 
receiving the most equitable treatment which may be extended under existing 
laws and regulations. There are, however, many cases in which there is no 
legal or contractual provision under which aid may be extended to contractors. 
Unfortunately, this latter condition seems to exist to some extent on the 65-foot 
tug program with respect to such items as increased labor or material costs not 
covered by escalation provisions in these contracts, low original estimates, lack 
of adequately trained personnel, and perhaps in other respects. 

I regret the delay in making prompt reply to your letters, but I am sure you 
appreciate the fact that it was necessary to go to our field offices in order to 
obtain much of the information given herein, and also that this information is 
not ordinarily maintained in the manner requested. In the event that you should 
desire any additional information, do not hesitate to call upon me again. 

Sincerely yours, 
R. H. Foaeier, 
Assistant Secretary of the Navy. 

Enclosure : 

(1) 65-foot tug program—replies to questions in February 17, 1954, letter 
(attached). 

(2) 45-foot, 65-foot, and 100-foot tug program and 65-foot cargo passenger 
boats—list of successful bidders and prices (see appendix 7 (a), p. 244). 

(3) Copy of mandatory change orders issued in this program (retained in 
committee files). 

(4) Analysis of change orders in program (retained in committee files). 

(5) Graph of progress on 65-foot tugs (see appendix 7 (c), p. 249). 

(6) Copy M. Rosenblatt & Sons’ contracts and amendments (NObs—5526 and 


» 


5527) (retained in committee files). 
ENCLOSURE (1) 
SIxTY-FIVE-Foot-TuG PROGRAM 


REPLIES TO QUESTIONS RAISED IN LETTER OF FEBRUARY 17, 1954, FROM UNITED 
STATES SENATE SELECT COMMITTEE ON SMALL BUSINESS 


1. Question. When and by whom were the requirements for this tugboat 
program originally established? 

Answer. (a) Army 65-foot tugs.—An original requirement for 24 tugs was 
established by the Army Transportation Corps under the fiscal 1951 program 
by military interdepartmental purchase request MIPR 042-51 of April 3, 1951. 
This requirement was increased to 38 tugs by amendment No. 1 to MIPR 042-51 
dated June 29, 1951. The requirement for 40 additional tugs was established 
by the Army Transportation Corps under the fiscal 1952 program by MIPR 
R-52-016 TC of September 17, 1951. 

(b) Air Force tugs—The requirement for 10 tugs was established by the Air 
Force under the fiscal 1952 program by MIPR R-51-5714-AMC-S-_N of March 27, 
1951. The requirement for an additional 7 tugs was established by the Air 
Force MIPR 52-2187-AF (19D) of October 8, 1951. 

(c) MDAP 65-foot tugs.—The requirement for 4 tugs for transfer under the 
MDAP program was established by Chief of Naval operations’ letter 0P426c/Ser 
138P43 of January 21, 1952. 


NAVY PROCUREMENT OF TUGBOATS 233 


Summarizing, 78 tugs were authorized for construction for the Army Trans- 
portation Corps, 17 tugs for the Air Force, and 4 tugs for the United States 
Navy under the MDAP program. 

2. Question. What amount of money was originally estimated as necessary to 
cover the construction costs of these tugs? By whom was this estimate prepared 
and approved? 

Answer. The original estimate to cover construction of these tugs was approxi- 
mately $216,000 per tug, making a total of $21,384,000. This estimate was pre 
pared by the Army Transportation Corps and concurred in and approved by the 
Navy’s Bureau of Ships. 

3. Question. What are the requirements currently established for this program? 

\nswer. The current requirements for the program are as follows: 

S1 tugs for Army Transportation Corps 

2 tugs for the Air Force. 

4 tugs for the Navy for transfer under the MSP. 
‘The reasons for the disparity between the original requirements and the present 
requirements are as follows: 

Subsequent to the original authorization to procure, the Air Force made arrange- 
ments with the Department of the Army to operate Air Force boats in overseas 
areas, thereby decreasing Air Force requirements for 65-foot tugs. As a result 
the Air Force turned over 15 of the 17 tugs originally required to the Army. 
With this transfer of the 15 tugs to the Army and in order to more closely 
approach the original requirements, the Army decided to terminate 12 tugs 
under the fiscal 1952 program. The basis for termination of 12 tugs was the 
fact that of all the tugs in the program, it was deteimined that it would be 
economically feasible to terminate only 12. 

4. Question. What amount of money is now estimated as necessary to complete 
the tugboat program? 


Number 


A. Builder of vessels 


Total cost 


Missouri Valley °8 $6, 540, 087 
Olson & Rawls? 10 2' 930, 074 
American Boiler Works 2 087. 707 
Fellows & Stewart o% 7 708 674 
Smith Basin 3. 28 7, 664, 457 
Total.......-.-.----------------- eocees 26, 930, 999 

1 This amount includes the $16,323,362 shown in reply to question 5 Also included is the estimated gost 


of centrally procured materials, changes and adjustments that are not included in the contract prices showr 
in enclosure (2) hereof 

2 The Olson Corp contract was terminated for default due to the fact that insufficient progress was being 
made after 1 vessel had been delivered lhe remaining 9 vessels were reawarded to Rawls Bros. Contrac- 
tors, Inc., Jacksonville, Fla., as on the basis of competitive negotiation The reaward price to Rawls Bros 
is included in this figure Inasmuch as the Olson contract was covered in part by a performance bond and 
since the contract was terminated for default there is a possibility that the Government may recover part of 
this amount 

$’ The Smith Basin contract was originally for 28 tugs as indicated. However, 12 tugs were subsequently 
terminated for convenience of the Government. Consequently, a portion of the cost shown will be recovered 
as a result of termination proceedings which have not been completed. 


5. Question. How much money has been expended thus far in carrying out 
the program? 

Answer. $16,323,362. (See question 17 for breakdown by contract.) 

6. Question. What are the individual responsibilities of the Navy Bureau of 
Ships, the Coast Guard, the Army Transportation Corps, and the American 
Bureau of Shipping, respectively? Explain in detail. 

Answer. Rearranging the responsibilities of the individual organizations in 
order to provide a sequential accounting of events, the following are the respon- 
sibilities of organizations concerned: 

(a) Army Transportation Corps.—The Army Transportation Corps prepared 
the specifications and contract plans for the 65-foot tug program. These speci- 
fications and plans were transferred to the Bureau of Ships for procurement 
of the vessels. Procurement was authorized by the MIPR’s indicated in item 
No. 1. Major deficiencies from the plans and specifications are referred to 
the Army Transportation Corps by the Bureau of Ships for resolution and 
decision. 
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(b) Bureau of Ships.—Bureau of Ships is responsible for the procurement, 
construction, acceptance, and delivery to a point designated by the Army Trans- 
portation Corps. In fulfilling this responsibility the Bureau of Ships contracted 
with a number of builders throughout the country to build these vessels. In 
addition, the Bureau contracted with a central design contractor to provide 
detailed working plans to the builders for construction of these vessels. Through 
the Supervisors of Shipbuilding cognizant of the contracts awarded, the Bureau 
maintains control of the contracts and fulfills inspection requirements by assur- 
ing that the vessels are constructed in conformance with the applicable speci- 
fications and plans. In addition, the Supervisors of Shipbuilding are author- 
ized to resolve locally, interferences, discrepancies, and other items which 
result during the construction phase of the vessel. The Supervisor of Ship- 
building cognizant of the design contract approves plans after assurance that 
they comply with the specifications and plans. The Bureau approves changes 
in design which do not affect materially the military characteristics established 
for the vessels 

(c) Coast Guard.—The responsibilities of the Coast Guard are primarily 
inspection to assure conformance with Coast Guard requirements. Both Coast 
Guard regulations and American Bureau of Shipping regulations form a part 
of the construction specifications upon which the individual contractors bid 
and were awarded contracts. With these specifications in mind, the central 
design contractor in preparing detail working plans conforms to Coast Guard 
regulations as applicable and submits the plans requiring Coast Guard approval 
to the Coast Guard for their stamp of approval. After assurance that the 
vessels have been constructed in conformance with Coast Guard requirements 
wherever applicable, a certificate is obtained from the Coast Guard and posted 
in the individual vessels. 

(d) American Bureau of Shipping—The responsibilities of the American Bu- 
reau of Shipping closely parallel those of the Coast Guard for items under the 
cognizance of the American Bureau of Shipping as defined in their regulations 
which form a part of the construction specifications. Conformance with their 
requirements is established by the approval of detail plans and inspection of 
construction at the yards. After assuring construction does conform to their 
requirements, the American Bureau of Shipping, similarly as the Coast Guard, 
issues a certificate which is also posted on the individual vassels. 

7. Question. Out of what appropriations are these tugs being paid for? 

Answer. 4 are being paid for by 1952 MDAP funds; 10 are being paid for by 
1951 Air Force funds; 7 are being paid for by 1952 Air Force funds; 40 are being 
paid for by 1952 Army funds; 38 are being paid for by 1951 Army funds 
(includes 12 terminated as discussed in 3 above). 

8. Question. Briefly summarize the reasons why so much difficulty should 
have been experienced by those small shipbuilders who have had tugboat con- 
tracts in this program. 

Answer. The overall difficulties are discussed briefly in the forwarding letter. 
In addition, the Bureau feels that the following specific reasons contributed to 
the difficulties encountered by the individual contractors: 

(a) Olson Corp.—The Navy believes that this company’s difficulty is attribut- 
able in part to lack of efficient management, lack of engineering talent and poor 
shipbuilding practice. These points are exemplified by the fact that the Navy 
was never able to obtain an erection schedule from Olson, in that the Navy 
inspector on the job had to assist in laying out the mold loft lines and in making 
most of the prefabrication jigs, and in such practices as using oversize plates, 
placing them in position, and then cutting them to the required size and shape, 
a procedure both costly and wasteful of material. The fact that it took approxi- 
mately 38,000 manhours to complete the first vessel and, it is estimated, would 
have required approximately 37,200 hours to complete the subsequent vessels is 
indicative of inefficient use of labor in the yard and of its failure to benefit from 
continued production in the same class vessel. 

(b) Smith Basin.—The Bureau feels in this case also that lack of efficient 
management and inefficient use of labor have contributed to the company’s diffi- 
culty. This company required 52,100 man-hours to complete the first vessel, and 
it is estimated that it would require an average of approximately 42,200 man- 
hours for all vessels. This company was prevented from building these vessels 
at the intended site by the city of Fort Lauderdale, with the result that the 
contractor was forced to lease other facilities costing approximately $164,000 
in excess of the original estimate. 
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(c) American Boiler Works.—One of the primary difficulties in this case 
appears to be failure of management to clearly delineate responsibility and to 
obtain preper quantity and quality of workmen to perform the contract. This 
is true even though the Navy repeatedly suggested to the contractor that addi- 
tional and better qualified help would be required. The company has no adequate 
system of material control and distribution to the working force. Holdups of 
productive work occurred on many occasions due to nonavailability of small 
material items such as pipefittings, nuts, and bolts. An increase of 39 cents per 
hour in labor rates has placed an additional financial burden on this contractor 
since the contract does not provide for adjustment for increases in labor costs. 
Indicative of the lack of management control is the fact that no man-hour figures 
are available for work performed to date. 

(d) Fellows & Stewart.—This company is experiencing some financial diffi- 
culty. However, it is not considered that this difficulty is insurmountable. As 
of the writing of this letter, a team of representatives is being sent from the 
Bureau of Ships to investigate the difficulty and to see what can be done to 
correct this condition. Fellows & Stewart requires approximately 45,000 man- 
hours to complete each tug and therefore rates as the second yard in efficiency 
in this program. Four tugs have been completed and delivered and once the 
financial difficulties have been corrected, it is anticipated that all 26 tugs will be 
completed. 

(e) Missouri Valley.—This company is apparently experiencing no difficulty 
at the present time. It has completed 7 tugs and is expected to complete all 28 
by November 1954. This yard has used approximately 25,000 man-hours for each 
tug finished to date. 

(f) Rawls Bros.—This company was awarded a contract to complete the nine 
vessels that were not completed by the Olson Corp. The contractor has delivered 
three vessels and appears to be making excellent progress on completion of the 
remainder. 

9. Question. Who is responsible for determining whether work performed on 
the tugs meets specifications? Do others share this responsibility? 

Answer. In order to eliminate duplication of inspection, the Bureau has advised 
the cognizant supervisors of shipbuilding that for items falling under the 
cognizance of the American Bureau of Shipping and the United States Coast 
Guard, inspection is to be performed by these agencies. For the remaining items 
involved in the construction of the vessels and also to insure that the basic re- 
quirements of the specifications are complied with, the cognizant supervisor of 
Shipbuilding is delegated as the authority to insure conformance. Therefore, 
although three agencies perform inspection, there is no duplication or infringe- 
ment on inspection rights during construction. The supervisor of Shipbuilding 
referred to above is the Bureau of Ships’ field inspector. 

10. Question. Who is responsible for determining what the specifications for 
these tugs shall be? 

Answer. The Army Transportation Corps. 

11. Question. How is mandatory change defined ? 

Answer. In the preparation of working plans for a shipbuilding program it is 
almost inevitable that certain alterations are made to plans subsequent to the 
first issuance thereof. These plan alterations are accomplished through the 
issuance of change orders, which are unilateral written orders issued by a procur- 
ing activity requiring particular changes, within the general scope of the contract, 
to be made. Some plan alterations are absolutely essential in order to have the 
vessel perform satisfactorily or for the health and comfort of the crew. Other 
alterations may be desirable for some other purpose. For the purpose of distine- 
tion between the two, the Bureau has designated those that are absolutely essen- 
tial as mandatory changes and those that are merely desirable as desirable 
changes, indicating that these latter change orders have been issued in a con- 
ditional manner. (See par. 14 below.) 

12. Question. How is a “development” defined ? 

Answer. A “development” is a design modification brought about by a logical 
application of the intent of the contract plans and specifications but which does 
not involve a change in the contract specifications. For example, the plans and 
specifications may not indicate the requirement for or exact location of every 
small piece of hardware required in the construction, however, logical use of the 
plans and specifications by an experienced shipbuilder results in the furnishing of 
such miscellaneous hardware, whether or not shown in the contract plans and 
specifications. 


48107—54——_16 
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13. Question. How is a general change order defined? Explain why general 

hange orders Nos. 102 and 103 were issued. 

Answer. A “general change order” is a change order issued by the Bureau of 
Ships under which a supervisor of shipbuilding is authorized to issue suborders 
and to handle locally without reference back to the Bureau, changes resulting 
from plan errors, Omissions, or modifications. Such general change orders per- 
mit the supervisor or shipbuilding to adjust contract prices to compensate con- 
tractors for additional costs incurred as a result of such plan errors, omissions, 
or modifications not covered or required by other change orders. Pehaps a gen- 
eral change order can best be defined by a description of the work which they 
are designed to encompass. These change orders are to include: 

(a) Costs resulting from disruption of work due to plan errors and modi- 
heations 

(b) Costs of related engineering studies and design work directly necessitated 
by plan errors and modifications. 

(c) Costs of work which was incomplete or partially completed or installed 
prior to discovery of the plan error or receipt of a mandatory plan revision in 
connection with which material had to be removed or scrapped. 

(d) Costs or cancellation charges for surplus material arising from plan 
errors or modifications when subcontracts or purchase orders are effected. 

(ec) Such other costs as the supervisor of shipbuilding feels are properly at- 
tributable to plan errors and modifications. 

The above situation is involved only in the event that the plans, as in this pro- 
gram, are Government furnished and are not the responsibility of the individual 
shipbuilding yard as in many of our contracts. In the 65-foot tug program the 
designer, Rosenblatt & Sons, working on a prime Government contract, fur- 
nished some plans that were incomplete and made many revisions which caused 
extra work and delay on the part of the shipyards. General Change Orders 
Nos. 102 and 103 were issued as a means of adjusting contract prices to com- 
pensate the shipbuilder for such additional costs as may have been incurred as 
a result of such plan errors and revisions. 

14. Question. Are changes in specifications effected by other means? Explain 
n detail. 

Answer. Changes over and above mandatory items and developments are 
effected by specific desirable change orders issued by the Bureau of Ships for 
the contracts concerned. By “desirable” the Bureau has defined that the change 
is to be accomplished if no additional work is required to perform the change. 
Additional work is construed to mean ripping out of present installation or dis- 
ruption of work in order to effect the change. 

15. Question. Who determines that a mandatory change order is to be issued? 
In the tugboat program, is this responsibility shared? Describe in detail the 
procedure by which a mandatory change order is implemented. 

Answer. A mandatory change order may emanate from a number of different. 
sources. The Transportation Corps may have a change in requirements to meet 
operational characteristics, the design agent may determine that a mandatory 
change is required to effect a satisfactory installation, and the Bureau of Ships 
may also determine that a mandatory change is in order. When a change is 
proposed either by the Transportation Corps, the design agent, a builder, or the 
Bureau of Ships, it is evaluated by the Bureau to determine whether it should 
be issued on a desirable or mandatory nature depending upon the status 
of completion of the vessels and the importance of the change. If it is deter- 
mined that in spite of advanced construction this change is required in order 
for the vessel to meet its operational requirements, the Bureau authorizes 
by specific change order this mandatory change which will reimburse the 
contractor for costs involved in completing this change. 

16. Question. What administrative machinery is available for resolving dis- 
putes under these contracts? Describe the procedures followed. 

\nswer. Each of these contracts contains an article which states, with respect 
to disputes, as follows: 

“Disputes.—-Except as otherwise provided in this contract, any dispute con- 
cerning a question of fact arising under this contract which is not disposed of 
by agreement shall be decided by the contracting officer, who shall reduce his 
decision to writing and mail or otherwise furnish a copy thereof to the con- 
tractor. Within 30 days from the date of receipt of such copy, the contractor 
may appeal by mailing or otherwise furnishing to the contracting officer a written 
appeal addressed to the Secretary, and the decision of the Secretary or his duly 
authorized representative for the hearing of such appeal shall be final and 
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conclusive: Provided, That if no such appeal is taken the decision of the con- 
tracting officer shall be final and conclusive. In connection with any appeal 
proceeding under this clause, the contractor shall be afforded an opportunity to 
be heard and to offer evidence in support of its appeal. Pending final decision 
of a dispute, however, the contractor shall proceed diligently with the perform- 
ance of the contract and in accordance with the contracting officer’s decision.” 

In practice this article is handled somewhat along the following lines: 

First, upon submission of a dispute to the contracting officer, the facts presented 
are reviewed and the contracting officer makes a preliminary determination 
which is transmitted to the contractor. In the event that such preliminary 
determination is not acceptable to the contractor, he is permitted an opportunity 
to furnish additional information to the Bureau in person and to be represented 
for purpose of argument before the contracting officer. If this step is taken, the 
contracting officer will then prepare a formal determination, which is the decision 
referred to in the “Disputes” article above, will reduce such decision to writing, 
and will furnish a copy thereof to the contractor with the statement to the effect 
that it is the final determination by the contracting officer under the “Disputes” 
article. Appeals to the Secretary are handled by the Armed Services Board of 
Contract Appeals which has been established for the purpose of hearing such 
appeals. The contractor is afforded an opportunity to appear before such Board 
to present any evidence that he may have and to be represented at such hearing. 
The contracting officer also presents the evidence upon which his determination 
was made. The determination by the Board is considered final and the contract- 
ing officer will take any action necessary to effectuate such determination. 

17. Question. How much money has been expended by the Navy on each of 
the tug contracts? 

Answer : 


Builder Contract Amount 
expended 





Olson 5546 $1, 884, 793 
Missouri Valley 5545 | 4,481, 765 
American Boiler Works 5567 | 1, 126, 751 
Fellows & Stewart 5566 646, 219 
Do 3, 854, 940 
Smith Basin. 5577 4, 203, 941 
Rawls Bros... 5635 124, 953 
Total ‘ 16, 323, 362 


18. Question. How much of this can be assigned to work performed by each 
contractor according to mandatory change orders? 
Answer: 


Expended 
on manda- 
Builder Contract tory 
change 
orders 


Olson $26, 
Missouri Valley 69, 
American Boiler Works 36, 


Fellows & Stewart-- 
Do 

Smith Basin 

Rawls Bros 


50, 
202, 
198, 500 





Total 583, 552 
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19. Question. How much can be assigned to actual progress each contractor has 
made on his contracts? 


Answer: 
Amount 
det Contr: expended 
onan ey on actual 
| progress 
aioe 5546 | $1, 122, 413 
Missouri Valley 5545 2) 361. 580 
American Boiler Works 5567 | 583, 627 
Fellows & Stewart 5566 343" 88 
i 5576 1, 842. 7: 
smith Be 5577 3 
Rawls Bro 5635 





20. Question: If there is any money not thus accounted for, please explain the 
purpose for which it was expended. 

Answer: The difference between the total amount of funds cited in paragraph 
17 and the amounts shown in paragraphs 18 and 19 is expended primarily for 
desirable change orders and centrally procured material. 

21. Question: How many mandatory change orders have been issued for each 
contract? Please send a copy of each such order and identify the contract for 
which it was applicable. 

Answer: A total of 59 change orders have been issued which are considered 
mandatory for the 65-foot tug program. Enclosure (2) indicates the applicable 
contracts and a brief of the specific mandatory change orders. One copy of each 
such change order is enclosed. It is noted that the specific change orders in most 
cases do not state whether the change order is mandatory or desirable. This is 
accounted for in part by the fact that the system in marking changes mandatory 
or desirable was not started until this program was underway, and in part 
by the fact that instructions have been issued indicating that unless a change 
is marked “desirable” it is to be considered as mandatory. These 59 have been 
specified as mandatory since their import was of such consequence as to require 
completion. 

22. Question: How many changes, other than mandatory, have been sug- 
vested by the Navy in regard to these tug specifications? BExplain why each was 
issued 

Answer: A total of 41 desirable changes were issued under the 65-foot tug 
program. Enclosure (3) indicates those which were issued on a desirable basis. 
Not all of these changes were originated by the Navy Department. Some were 
the result of Transportation Corps requirements, design-agent requirements and 
the American Bureau of Shipping and Coast Guard requirements. Since copies 
of the individual change order are submitted and a brief of each change is 
included in enclosure (4), it is not considered necessary to explain further why 
each was issued. The primary reason for the issuance of a desirable change is 
to effect the installation on those boats in the program which can accept this in- 
stallation without incurring any rework, rip-out or delays. In other words, 
where an installation has not been effected and no hardship will be incurred by 
the builder, this change is issued to obtain a more desirable installation. 

23. Question: What contracts have been affected and to what extent by “cut 
backs” in the original tugboat requirements? 

Answer: The only contract affected by cutbacks in the original tug require- 
ments is NObs—5577, Smith Basin & Dry Dock. The explanation for the cutback 
is included in the answer to question No. 3. It was deemed economically feasible 
to terminate the last 12 at Smith Basin & Dry Dock under NObs-5577 since a 
determination of the cost involved indicated that the greatest saving to the Gov- 
ernment would result. Also, it was felt that this would help the contractor 
since it was experiencing difficulty in financing the contract. 

24. Question. What have been the average rates of progress for the various 
contractors whenever such rates have been determined? 

Answer. See enclosure (5). 

25. Question. How many tug contracts have been terminated? Give reasons 
for action taken in each case. 
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Answer. Contracts NObs—5546 with Olson Corp. and NObs-—5567 with American 
Boiler Works were terminated for default based on inadequate construction 
progress in both cases. It is felt that failure to make progress resulted from 
the reasons set forth in paragraph 8 above. The Olson contract was terminated 
only after the contractor was once reimbursed to cover delays experienced to date 
and after it was determined that the yard would be unable to continue the 
contract. The American Boiler contract was terminated after the contractor 
went into voluntary receivership and the receiver determined that it would not 
be economically feasible to continue the contract. 

26. Question. How much money has the Navy paid Mr. Rosenblatt, the New 
York design agent, for his work in connection with the tug program? Please 
send a copy of his contract and any amendments thereto. 

Answer. $429,722.95 as of March 1, 1954, for costs, including costs of amend- 
ments and partial payment of fee. See enclosure (6) for copies of contracts 
and amendments thereto. 

Your attention is invited to the fact that National Steel & Shipbuilding Co. 
which was listed in your letter on February 17 as one of the companies involved 
in the 65-foot steel harbor tug program is not in fact building such vessels. For 
that reason there is no reference to the company in the above compilation. On 
the other hand, the Rawls Bros. Corp. which has been awarded the terminated 
portion of work under the Olson Corp. contract is mentioned above. 


APPENDIX 4 


UNITED STATES SENATE, 
SELECT COMMITTEE OF SMALL BUSINESS, 
April 1, 1954. 
Mr. Irvine D. JAKOBSON, 
President, Jakobson Shipyards, Inc., 
Oyster Bay, N. Y. 

Dear Mr. JAKoBSON: The Select Committee on Small Business of the United 
States Senate is presently investigating the construction and procurement on 
the 65-foot steel harbor tug for which the firm of M. Rosenblatt & Son, New 
York, is the design agent. 

I understand that this tug was based on one designed and built at your yard. 
If this is correct I would ask immediate word from you as to the following: 

When was the vessel originally designed? 
For whom? 
If actually constructed, when was it delivered? 
Original estimated cost? 
Final cost? 
Was it built to ABS requirements? 
For what type of service? 
Your cooperation will be sincerely appreciated. 
Sincerely yours, 
Epwarp J. THyr, Chairman. 





APPENDIX 5 
JAKOBSON SHIPYARD, INc., 
Oyster Bay, N. Y., April 7, 1954. 
Hon. Epwakp J. THYE, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. CO. 


Dear SENATOR THYE: It is somewhat difficult to reply to the questions in 
your letter of April 1, 1954, inasmuch as the contract, under which we built 
the 65-foot steel harbor tug for the Transportation Research and Development 
Station, is quite involved. 

The contract originally called for the design and construction of a sectionalized 
utility boat. This design progressed until it was about 95 percent complete, and 
construction had actually started when the Government decided to discontinue 
the design and construction of this particular craft. Subsequently, a 65-foot 
steel harbor tug became the project of the contract, which was developed, de- 
signed, and constructed by ourselves, with Philip L. Rhodes, of 11 Broadway, as 
our designer. The boat was delivered in November 1951. 
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The contract became effective in March 1948, and was amended by a number 
of change orders during its life, which terminated in August 1952, upon the 
completion of the final plans. The total cost was $376,087.42, and of this amount 
the tugboat accounted for $285,941.88. 

The component parts of the boat were built to ABS requirements, but no over- 
all classification certificate was requested of ABS. ‘The boat was designed for 
ceneral towing service in harbors, and was also provided with a very substan- 
tial pump for fire fighting and wrecking services. 

Due to the many changes which the Government made during the life of the 
contract, we do not know what figure should be used as the original estimated 
cost of the finally completed tug. Each change order made the boat more in- 
volved, and the final vessel bore little resemblance to the original conception, 

If you feel the knowledge of an original estimated cost is pertinent to your 
investigation, we believe that the complexity of the contract warrants sending 
a representative to our office to review the files and discuss the matter. He 
could then decide which one of the several change orders should be used as a 
starting point for an estimated cost of the boat as finally built. 

Yours very truly, 
Irvine D. JAKOBSON. 





APPENDIX 6 
M. Rosensiatt & Son, NavVAL ARCHITECTS AND MARINE ENGINEERS, NEw York, N. Y. 


Tug, harbor, diesel, 600-horsepower, steel, 65-foot, design 3004, estimated delivered 
price of mandatory centrally procured items 
Estimated price 
(average) 


1 Anchor windlass, motor, gears, controller, bitt, and spares__ --.- $6,100 
2 Capstan, motor, gears, controller, and spares______---___--_.--_~- 4, 958 
3 Steering engine, motor, cable, shafting, sheaves, universal joints, 

and spares son ths it enema nic nba taiwan 8, 611 


f Main propulsion engine (600- horsepower), reduction gear, starting 
air tanks, alarm system, electric tachometer, electric revolution 


counter, pyrometers, and spares___-------_--~---- so Seite can aoc ces 
5 Propeller shafting, including bearings, liners, nut, nut keeper, rubber 
covering (stern tube or spares not included) —---__..__-_-______~_ 3, 222 
GS: Semereer WG Gan CI GING. os ass re ee i eee 1, 186 
7 Diesel generator set, 10-kilow: att, with WN gs icin ina 2, 730 
8 Diesel generator, combination bilge and ballast pump unit with 
SRI cn aan sslacacinoa dla Sissi ieieeaine a etait cso aid 8, 202 
9 1,000-gallon-per- -minute fire and salvage pump, diesel engine unit 
with spares ii ola teas tec E SB eh 5 he 7, 967 
10 2 air compressors, motor, and controllers Writ ONOO ee 2,370 
11 Engineroom supply fan with spares___- ; Sic ocala 564 
12 Engineroom exhaust fan with spares od a 687 
13 Crew’s quarters supply fan with spares____-_- ; ee 928 
14 Crew’s - [riers exmauat Tan Witt) Bperes—...... ree ncun 780 
15 Heating boiler and burner with controls, té inkless he: iter, insulation, 
and spares = za ree 885 
16 Fuel oil transfer pump, motor, controller, and spares csc apuiiang teldndupaeleain 890 
17 2 hand pumps (lube and fuel oil), 10 gallons per minute______-___~- 70 
18 2 water-pressure sets, 500 gallons per hour (automatic), motors, 
SSI ares: = en ee eo at ca eioeeas 1, 534 
19 Priming pump for salvage service_..__._............... ORES Oe 
20 Hot-water circulating pump, motor, and spares ; aca nlaaitbke 250 
21 Ship’s service switchboard (complete) — Os deel...) diidmamakile ht een 
22 12-inch searchlight and spares__-_-- pte Silicenc met cate ican eens 260 
23 General-alarm system, except interconnections consisting of bells 
and contact maker (no storage batteries) _....____._---____--__ 125 
24 Main engine alarm system except interconnections_______.__-----~- (7) 
25 Shaft revolution counter system except interconnections____..____ (*) 
I | PR UNI US NONE Sats bala eect ah gli ens 210 
Total lau Fecatets sods. tee Leese 114, 657 


1 Furnished with item 9. 
? Included with main propulsion engine. 
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65-foot harbor tug—Design 3004—First flight—List of mandatory centrally 
procured items 


Price pe 
M.R.and§& It Vesse o 
P.O. No, S1 — the nearest 
3004 $100 
1 | 20A Anchor Windlass $3, 700 
2  20B Capstan 3, 200 
22 Steering engine (hydroelectric, including ram and cylinder group, 5, 200 
power unit, hydraulic piping and fittings 
4 | 22A Steering gear (hand hydraulic steering column with wheel, control 300 
shaft and bevel gears 
38 Ventilation fans (3 systems 1, 000 
6 | C38 Controllers for ventilation fans (3 systems) 700 
7 | 41 Main propulsion engine (with air tanks, muffler, pneumatic con- 37, 300 
trol, engine alarm system, and shaft revolution counter system) 
8 | 43 Propeller shaft, completely finished (components) 1, 600 
9 | 438A Shaft bearings and stuffing box 600 
10 | 44 Propeller 900 
ll | 47B Fire and salvage pump (diesel driven) : 3, 300 
12 | 47E Fuel oil transfer pump 600 
13 | 47F W ater-pressure sets (2) 500 
14 | 47H__-. Hot-water circulating pump 100 
15 | 47J Hand L. O. and F. O. pumps ($30) 
16 | 49__-. Air compressors (2 1, 600 
17 | 51 Heating boiler and burner 400 
18 | 61A_. 10-kilowatt diesel generator set, including exhaust muffler - -- 2, 100 
19 | 61B_. 10-kilowatt diese] generator pump unit including exhaust muffler 2, 600 
and priming pump. 
a Main service switchboard - ; 1, 600 
21 | 62C .| Starting batteries for diese] auxiliaries (dry-charged) !___. 300 
22 | 64 Navigation light panel ad 200 
23 | 65A.. General alarm system én | 100 
24 | 66 12-inch searchlight with stand iy 200 
Total per vessel 71, 100 


1 Not included on original Navy list. 


Nore.—(1) All shipments f. 0. b. vendor’s plants. 

(2) On main engine (M. R. and S. P. O. No. ST 3004/41), quick reversing equipment at $300 each, was 
purchased for 28 vessels (Missouri Valley Steel, Inc.) only. This is included in above unit price. 

These items were procured for Missouri Valley Steel, Inc., contract NObs 5545 (28 vessels); and Olson 
Corp., contract NObs 5546 (10 vessels). 
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65-foot harbor tug—Design 3004—Second flight—List of mandatory centrally 
procured items 


M.R as Price per 
P O. Ni ‘ST Item vessel (to 
3004 the nearest 
$100) 
20A-2 Anchor windlass $4, 000 
20B-2 Capstan 3, 200 
22-2 Steering engine (electro-mechanical wire rope drum type, complete 6, 400 


with steering stand and wheel, motor control panel, shafting, 
cable, and gears 











4 26-2 Anchor chain 300 
8-2 Ventilation fans (4 systems 1, 200 
6 | C38-2 Controllers for ventilation fans (4 svstems 1, 100 
7 | 41-2 Main engine (with air tanks, muffler, pneumatic control, engine $7, 200 
ilarm system, and shaft revolution counter system 
8 | 43-2 Propeller shaft, completely finished (components 1, 600 
9 | 424-2 Shaft bearings and stuffing box 600 
10 | 44-2 Propeller 1, 000 
ll | 47B-2 Fire and salvage pump (diesel driven 3, 000 
2 | 47E-2 Fuel-oil transfer pump 600 
47 F -2 W ater-pressure set 300 
4 17H-2 Hot-water circulating pump 100 
17J-2 Hand L. O. and F. O. pumps ($30 
lf 49-2 Air compressors (2) 1, 700 
7 1-2 Heating boiler and burner 500 
18 | 61A-2 10-kw. diesel generator set, including exhaust muffler 2, 100 
+ | 61B-2 10-kw. diesel generator pump unit, including exhaust muffler and 2, 400 
priming pump | 
24 §2-2 Main service switchboard | 1, 900 
1 2 Battery-charging panel — 200 
22 Storage batteries (general alarm system) ($46 | ” 
2 2 General alarm system a 100 
24 ? 12-inch searchlight with stand oan 200 
25 | 64-2 Navigation light panel. -_.- a 200 
lotal price per vessel sie itiaacoadaped | 69, 100 





These items were procured for American Boiler Works, Inc., contract NObs 5567 (7 vessels); Fellows & 
Stewart, Inc., contract NObs 5566 and N Obs 5576 (26 vessels); and Smiths Basin & Dry Dock Co., contract 
N Obs (28 vessels). 


NOTE Repair parts purchased for 21 vessels are not included in above prices 
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APPENDIX 7 (a) 


Final negotiated prices and contracts for 15-foot, 65 foot, and 100-foot tugs- 
Bureau of Ships, Department of the Navy 


45-FOOT TUG PROGRAM 


Contract No. NObs-5553 with Roamer Boat Co. of Holland, Mich 


Proposal Contract 
Destination meena — 
Quantity Price Quantity] Price 
Charleston, S. ¢ 15 $32, 074. 00 10 $32, 000. 00 


( tract No. NObs-5554 with American Electric Welding of Baltimore, Md 


t 15 $33, 199. 00 23 $32, 000. 00 


Contract No. NObs-5555 with Wiley Manufacturing Co. of Port Deposit, Md. 


Charleston, S. 15 $41, 338. 25 16 $32, 000. 00 


Contract No. NObs-5556 with National Steel & Shipbuilding Corp. of San Diego, Calif 


Oakland, Calif 5 $43, 873. 56 5 $35, 485. 00 
Seattle, Wast 5 45, 446. 56 5 35, 485. 00 
SECO FLIGH 
Contract No. NObs-5571 with Roamer Boat Co. of Holland, Mich. 


| 


New Orleans. La 20 $31, 200. 00 21 } $31, 200. 00 


NOTE Contract price indicates fixed price portion only not including centrally procured materials. 


Contract No. NObs-5572 with National Steel & ShipbuildingCorp. of San Diego, Calif 
Oakland, Calif 20 $30, 900. 00 10 | $30, 900. 00 
Seattle. Wash 20 31, 500. 00 10 | 31, 500. 00 


| 
65-FOOT TUG PROGRAM 
FIRST FLIGHT 


Contract No. NObs-5545 with Missouri Valley Steel Co. of Leavenworth Kans. 


New Orleans La. 8 $106, 928 12 $99, 024 
Charleston 8. C 8 108, 928 16 101, 024 


Contract No. NObs-5546 with Olson Corp. of Beresford Fla 


Charlest Ss. ¢ 6 $115, 039. 50 2 $102, 024 
Brooklyn N. ¥ 6 116, 239. 50 8 102, 024 
SECOND FLIGHT 
Contract No. NObs-5567 with American Boiler Works of Erie Pa 
New Orleans La. 1 $105, 189. 18 ‘ 
Mobile Ala.. 7 $104, 000 


Chis proposal was with escalation 
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Contract No. NObs-5566 with Fellows & Stewart of Wilmington Calif 


Proposal Contract 
Destination 
| 
Quantity Price Quantity Price 
| 
Sacramento Calif 3 $126, 236. 39 3 $115, 525 


Note.—Contract price indicates fixed price portion only not including centrally procured materials 


PHIRD FLIGHT 


Contract No. NObs-5576 with Fellows & Stewart of Wilmington, Calif 
Manufacturer’s yard ' $118, 910. 00 ' $105, 320. 00 
Seattle, Wash 8 112, 977. 00 8 108, 820. 00 
Oakland, Calif 4 119, 510. 00 8 105, 00 
Sacramento, Calif 2 ; 105, 920. 00 





Contract No. NObs-5577 with Smiths Basin & Dry Dock Co. of Fort Lauderdale, Fla 


| | | 

Charleston, 8. C_.. | 10 $100, 468. 00 8 | $98, 560. 00 
New Orleans, La..._-- f fae | Qa 16 98, 960. 00 
Mobile, Ala. iw ae aad ae (3 4 98, 810. 00 





3 Note Oakland proposal used to negotiate Sacramento delivery 
4 No proposal received from Smiths Basin for delivery to New Orleans or Mobile, however, the lowest 
bid received from other shipbuilders was for 10 tugs at a unit price of $113,679 


100-FOOT TUG PROGRAM 
FIRST FLIGHT 


Contract No. NObs-5547 with Avondale Marine Ways of New Orleans, La. 





Seattle, Wash 2 $241, 300. 00 2 $241, 300. 00 
Oakland, Calif —_ 4 241, 300. 00 4 241, 300. 00 
Charleston, 8. C : 14 222, 702. 00 15 702. 00 
Fort Eustis, Va (4 l , 702. 00 
New Orleans, La... : a 6 216, 000. 00 6 216, 000. 00 


* Negotiation based on price for delivery at Charleston. 


Contract No. NObs-5562 with Avondale Marine Ways of New Orleans, La. 


| 
Sacramento, Calif _- 1 $241, 300. 00 | 1 $241, 300. 00 


Contract No. N Obs-5548 with Higgins, Inc., of New Orleans, La. 


Charleston, 8. C._. 14 | $242, 278.00 14 | $224, 200. 00 


SECOND FLIGHT 
Contract No. N Obs-5582 with National Steel & Shipbuilding Corp. of San Diego, Calif 


Oakland, Calif- cs 6 $25 
Seattle, Wash 6 25 





| 987. 00 7 $251, 900. 00 
_ 987. 00 6 , 900. 00 





Notge.—Contract price indicates fixed price portion only not including centrally procured materials 


Contract No. NObs-5583 with Higgins, Inc. of New Orleans, La 


Charleston, 8, C 4 $240, 150. 00 4 $236, 150. 00 
New Orleans, La. 3 234, 575. 00 3 230, 575. 00 
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Contract No. NObs-5584 with J. Matton & Sons of Waterford, N. Y. 


Proposal | Contract 
Destination . i 
Quantity Price Quantity] Price 
Charleston, 8. C - 2 $232, 475, 00 2 $232, 475. 00 


i5-FOOT CARGO PASSENGER BOA‘ 
First FLicnt 


Contract No. NObs-5551 with Higgins, Inc., of New Orleans, La 
: | 
Charleston, 5. ¢ 14 $77, 678. 00 14 $70, 000. 00 
Contract No. N Obs-5552 with Missouri Valley Steel Co. of Leavenworth, Kans 


| 
Charleston, S. ( 4} $72,755.00 14 | $65, 500 


” 
Contract No. NObs-5550 with National Steel & Shipbuilding Corp. of San Diego, Calif. 


Oakland, Calif 8 $89, 734. 69 \ $78, 591.00 
Seattle, Wash S 91, 489, 69 & 78, 591. 00 


ontract No. N Obs-5578 with Higgins, Inc., of New Orleans, La 


Charleston, 8. ¢ 16 $81, 245. 00 16 $79, 245. 00 
New Orleans, La 16 78, 425. 00 16 76, 425. 00 


Contract No. NObs-5579 with National Steel & Shipbuilding Corp. of San Diego, Calif. 


Oakland, Calif 10 $73, 411.00 4 $73, 400. 00 
Seattle, Wash - 10 74, 011. 00 4 74, 000. 00 


Note.—Contract price indicates fixed price portion only not including centrally procured materials. 


DEPARTMENT OF THE NAVY, 
BUREAU OF SHIPS, 
Washington, D. C., May 8, 1954. 


APPENDIX 7 (b) 
Hon. Epwarp J. THYE, 
Chairman, Senate Select Committee on Small Busincss, 
United States Senate, Washington, D. C. 

My Dear SENATOR THYE: In accordance with a telephone request from Mr. 
Franklin Woodruff, special counsel for your committee, I am enclosing a list of 
shipyards which submitted proposals for the construction of 65-foot tugs. 

Sincerely yours, 
W. D. Laeacertrt, Jr., 
Rear Admiral, USN, Chief of Bureau. 


List OF SHIPYARDS SUBMITTING PROPOSALS FOR CONSTRUCTION oF 65-Foor Tues 
FIRST FLIGHT 


1. Alexander Shipyards, Inc., New Orleans, La. 
2. Avondale Marine Ways, Inc., Westwego, La. 
3. J. F. Bellinger & Son, Jacksonville, Fla. 

4. Bludworth Shipyards, Inc., Houston, Tex. 

5. Burger Boat Co., Manitowoc, Wis. 


23. 


26. 


29 
30. 


2 
ol. 


32. 
33. 


28. 
29. 
30. 
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3urton Construction & Shipbuilding Co., Port Arthur, Tex. 


. Chesapeake Marine Railway, Baltimore, Md. 


Dubuque Boat & Boiler Co., Dubuque, Iowa 
Erie Concrete & Steel Supply, Erie, Pa. 


. Equitable Equipment Co., New Orleans, La. 


Florida Engineering & Dry Dock Co., Miami, Fla. 
Get Construction Co., Milwaukee, Wis. 


. Great Lakes Industries, Duluth, Minn. 

. Gulfport Shipbuilding Corp., Port Arthur, Tex. 
. His 
. Kargard Boat & Engine Co., Marinette, Wis. 





gins, Inc., New Orleans, La. 


Kewaunee Engineering Corp., Kewaunee, Wis. 


. Levingston Shipbuilding Co., Orange, Tex. 


Luders Marine Construction Co., Stamford, Conn. 
Marietta Manufacturing Co., Point Pleasant, W. Va. 
Marinette Marine Corp., Marinette, Wis 


2. John E,. Matton & Son, Ine., Waterford, N. Y. 


Missouri Valley Steel, Leavenworth, Kans. 
Northeastern Boiler & Welding, Green Bay, Wis. 


. Olson Corp., Beresford, Fla. 


Port Huston Iron Works, Houston, Tex. 


. Rice Brothers Corp., East Boothbay, Maine 
. Tampa Marine Corp., Tampa, Fla. 


United Boat Service Co., City Island, N. Y. 
United States Shipbuilding Corp., Yonkers, N. Y. 
Broward Marine, Inc., Fort Lauderdale, Fla. 
Mount Vernon Bridge Co., Mount Vernon, Ohio 
Nashville Bridge Co., Nashville, Tenn. 


. Weaver Shipyards, Orange, Tex. 


SECOND FLIGHT 
American Boiler Works, Erie, Pa 
Tampa Marine Co., Tampa, Fla. 
United Boat Service, Inc., City Island, N. Y. 


. John E. Matton & Sons, Inc., Waterford, N. Y. 


Nashville Bridge Co., Nashville, Tenn. 


. John H. Mathis Co., Camden, N. J. 


Luders Marine Construction Co., Stamford, Conn. 
Mariette Manufacturing Co., Point Pleasant, W. Va. 
Kewaunee Engineering Co., Kewaunee, Wis. 
Dubuque Boat Works & Boiler Co., Dubuque, Iowa 
Higgins, Inc., New Orleans, La. 

Ingalls Shipbuilding Corp., Pascagoula, Miss. 

Ira 8S. Bushey & Sons, Inc., Brooklyn, N. Y. 


. Alabama Dry Dock Co., Mobile Ala. 


Chesapezke Marine Railway, Baltimore, Md. 

Merrill Stevens, Jacksonville, Fla. 

Fellows & Stewart, Wilmington, Calif. 

Bludworth Shipyard, Inc., Houston, Tex. 

Burton Construction & Shipbuilding Co., Port Arthur, Tex. 
Forster Shipbuilding Co., Inc., Terminal Island, Calif. 


. Guifport Shipbuilding Corp., Port Arthur, Tex. 
2. Great Lakes Industries, Inc., Duluth, Minn. 

. Guntert & Zimmerman, Stockton, Calif. 

. Port Houston Iron Works, Inc., Houston, Tex. 


Sturgeon Bay Shipbuilding, Sturgeon, Bay, Wis. 
Todd Shipyards, Houston, Tex. 

Albina Machine & Engine Works, Inc., Portland, Oreg. 
Bellingham Shipyard, Bellingham, Wash. 

Birchfield Boiler, Inc., Tacoma, Wash. 

Reliable Welding Works, Olympia, Wash. 
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THIRD FLIGHT 


Albina Engine & Machine Works, Inc., Portland, Oreg 
Bellingham Shipyard, Bellingham, Wash. 

Birchfield Boiler, Inc., Tacoma, Wash. 

Burton Construction & Shipyard Co., Port Arthur, Tex. 
Chesapeake Marine Railway Co., Baltimore, Md. 
Constable Hook Shipyard, Bayonne, N. J. 

Dubuque Boat & Boiler, Dubuque, lowa 

Elizabeth City Shipyard, Inc., Elizabeth City, N. C. 
Fellows & Stewart, Inc., Wilmington, Calif. 

Forster Shipbuilding Co., Terminal Island, Calif. 
Gulfport Shipbuilding, Port Arthur, Tex. 

Gunderson Shipbuilding, Portland, Oreg. 

Guntert & Zimmerman, Stockton, Calif. 

Hendry Corp., Rattlesnake, Fla. 


. Jeffersonville Boat & Machine, Jeffersonville, Ind. 


Kewaunee Engineering Corp., Kewaunee, Wis. 

Kyle & Co., Fresno, Calif. 

Luders Marine Construction Co., Stamford, Conn. 

J. H. Mathis & Co., Camden, N. J. 

J. kk. Matton & Son, Inc., Waterford, N. Y. 

National Steel & Shipbuilding, San Diego, Calif. 
Northeastern Boiler & Welding, Green Bay, Wis. 
Olson Corp., Beresford, Fla. 

Reliable Welding Works, Olympia, Wash. 

Smith’s Basin & Dry Dock Co., Fort Lauderdale, Fla. 


Sturgeon Bay Shipbuildiag & Dry Dock Co., Sturgeon Bay, Wis. 


Tampa Marine Co., Tampa, Fla. 

Tampa Ship Repair & Dry Dock Co., Tampa, Fla. 
Todd Shipyards, Houston, Tex. 

United Concrete Pipe Corp., Baldwin Park, Calif. 
Great Lakes Industries, Duluth, Minn. 


ee 
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APPENDIX 8 
Hiaoins, INc., 
Vew Orleans, La., May 25, 1954. 
UNITED STATES SENATE, 
Select Committee on Small Business, 
Washington, D.C. 
(Attention: Mr. Stults.) 

Dear Mr. STuULTS: As promised during our recent meeting, I am attaching 
hereto a comparison of contract values and costs on 2 Navy contracts; namely, 
contract Nobs—5551 covering the construction and delivery of fourteen 65-foot, 
steel, passenger, and cargo boats, and contract NObs—5548 covering the construc- 
tion and delivery of fourteen 1,200-horsepower, steel, harbor tugs. 

It is to be noted from these figures that in respect to contract NObs—5551 the 
company realized a small profit. Of course, during the contract performance 
period the losses were continuous, and naturally created a financing problem. 

Contract NObs—5548 has been completed, and at this moment represents a 
serious financial loss. However, as in the case of contract NObs—5551, we hope 
to adjudicate a settlement with the Navy, which will reimburse us for the costs 
ind expenses to which we were put through no negligence on our part, and for 
which we believe the Navy to be responsible. 

I am indeed sorry that I could not comply with your request more promptly. 

Sincerely yours, 
ANDREW Hiaa1ns, Jr., 
President. 


Comparison of contract values and cost, Apr. 30, 1954 


14 65-FOOT STEEL P/C BOATS 

















Bid esti- Change Change Total bid 
mate orders orders Delay estimate Total cost 
(basic adjudi- unadjudi- claim and change to date 
contract) cated cated orders 

Man-hours 165, 900 37, 624 203, 524 333, 570 
Labor $270, 417 $72, 631 $343, 048 $571, 147 
Manufacturing expenses and 

G & A and unap. eng 189, 291 61,429 , 720 463, 853 
Cont. material 444, 464 109, 450 , 914 583, 126 
Central procurement material 553, 000 553, 000 428, 792 
Delivery 21,391 | (21, 391) “ 
Profit 54, 437 17, 042 ; 1 340, 000 411,479 ais 

Total_ 1, 533, 000 | 239, 161 |...... 340, 000 2, 112, 161 2, 046, 918 
i i i i 
14 100-FOOT STEEL HARBOR TUGS 

Man-hours 474, 040 17, 577 85, 683 (2) 577, 300 | 985, 631 
Labor $772, 685 $32, 869 $170, 028 (?) $975, 582 $1, 720, 415 
Manufacturing expenses and 

G & A and unap. eng 618, 148 27, 940 144, 522 (2) 790, 610 | 1, 093, 395 
Cont. material 1, 466, 897 88, 038 128, 771 (2) 1,683,706 | 1, 628, 769 
Central procurement material 2, 036, 254 : 2, 036, 254 2, 039, 101 
Delivery 56,001 | | 2 56, 001 | 69, 068 
Profit... 225, 069 10, 315 29, 497 | 2 264, 881 

Total 5, 175, 054 159, 162 72, 818 (2) | 65,807,034 6, 550, 748 


| 
| 
| 


1 Claim submitted for $532,000—settled for $340,000 
Claim presently being prepared in an amount of approximately $1,200,000 


APPENDIX 9 


JOHN E. Matton & Son, INc., 
Waterford, N. Y., March 9, 1954. 
Subject: Contract NObs 5584, design 3006, 100-foot harbor tugs. 
Mr. FRANKLIN WOODRUFF, 
Senate, Small Business Committee, 
Washington, D. C. 

Dear Mr. Wooprurr: In reply to your telephone call of March 5, 1954, the fol- 
lowing is a brief outline and history of the above-numbered contract. 

We received an invitation dated 12—-1-51, PR516—12, to bid on some 100-foot 
harbor tugs, design 3006. According to our first invitation, the bids on this in- 
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vitation were to be in by January 2, 1952, but was later changed to January 25, 
1952. With this invitation we received all the information about the contract 
together with a set of specifications, 44 Transportation Corps drawings which 
were known as contract plans, a list of mandatory centrally procured items, the 
cost of which we did not have to figure on and all the necessary forms to complete 
our bid. In this invitation and instructions we were told that we would be 
furnished a complete set of detail working plans by the Government or by a 
design agent which later turned out to be M. Rosenblatt & Son of New York. 
The 44 contract plans which we received were used by us to estimate the cost 
of these tugboats. These plans were complete enough to build the tugs, with 
very minor detail drawings which might have to be made for certain objects 
or parts of the boat. However, the Government apparently deemed it necessary 
to hire someone to draw up an additional set of working plans which was en- 
tirely different from the plans which we received as contract plans. We were 
given forms to fill out and make Y distinct bids: 1 of these bids was based on 
the price of the tug plus an escalator clause for material and an escalator clause 
for labor. We were also asked to put in a bid without an escalator clause which, 
of course, would make it a fixed-price contract. The only way that a bid of this 
type could be put in was to go strictly according to the contract plans as we 
were not told that there would be any deviations from those contract plans. 

We had every reason to believe, since this was the second flight of tugs to be 
built, that all the headaches and all the changes had been accomplished and that 
the contract plans represented a tugboat which the Government wanted built. 
In figuring this fixed-price contract it was necessary to estimate the cost of the 
material and labor at the time of figuring the bid with a possible slight increase 
in labor. Around that particular time there were many items in the papers 
to the effect that the Government was going to see that the line was held on 
labor and that no increase in wages would be allowed except in very few cases 
where the labor rate was unfair to the worker. This meant of course, that the 
price of material would stay at approximately the same level as when we figured 
the job. However, this turned out to be incorrect as labor was allowed to in- 
crease, material prices were allowed to go up, and, in fact, after we had put in 
our bids and accepted the contract, we were caught in the middle of this price 
raise. If the contract had been given us with the escalator clauses this part of 
the increase cost could have been taken care of but we were given a fixed-price 
contract whereby we had no means of obtaining an increase due to a changing 
price schedule. 

We received an award dated March 7, 1952, with instructions to proceed with 
the building of these boats. Up to this time we had only the contract plans. 
On March 14 we received from M. Rosenblatt & Son a bill of material for the 
steel on these boats together with a plan list stating the plans which would be 
furnished us. This meaht that the steel list arrived at our office on March 15 
and on March 18 we placed our first order for steel with the Bethlehem Steel Co. 
who had assured us that they would be able to deliver the last of May, which 
would allow us to proceed with an orderly construction program. ‘The plate 
order for these tugs was ordered on April 4, 1952, for delivery in July. These de- 
livery dates for steel, together with the A. B. S. steel we had in the yard would 
allow us to proceed in an orderly fashion with this construction program, 

Starting on March 25, 1952, we received from M. Rosenblatt five prints which 
were all preliminary. They were marked as such with instructions that they 
could not be used. These preliminary prints continued to arrive for the balance 
of March, April, and through May 19, without any prints which we could ac- 
tually use as approved prints. As a matter of fact, we received 84 prints marked 
‘preliminary.” These prints which were marked “preliminary” were sometimes 
inarked “for study only” and others were marked that they were “considered ac- 
curate” but in most cases we were afraid to order the material from them as we 
had previously been instructed by M. Rosenblatt & Son and also SupShip, New 
York, that any work we accomplished using the preliminary plans would be done 
at our own risk. It was not until the middle of May that we bdegan to receive 
prints which were approved and, as a matter of fact, it was not until May 19, 
1952, that we received an approved print of the lines and offsets which would al- 
low us to actually lay down the boat. 

As you can see, this is practically 244 months after we were awarded the 
contract before the loft work could be stated. From that time on we received 
prints every 2 or 3 days and have received in all, up to date, including the 
preliminary prints, 358 prints which could have all been taken care of with the 

48107—54——17 
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44 contract plans which we originally received. We have even received 8 
nts in 1954 which have been revisions of previous prints already received. 
With regard to the many revisions we have received on each print, we have 
also had confiicting instructions from the SupShip, New York, and the Bureau of 
Ships, Washington, D. C., as to how to proceed with these revisions. In some 
cases, after a request has been made by one of the yards building these vessels, 
change orders have been issued where it was considered that there was an 
increased cost over and above the work as shown on the contract plans. How- 
ever, these are very few compared to the number of revisions we have had. In 
most cases it has been necessary for us to accomplish the revisions because some 
print which was issued at a later date would conflict with the work called for on 
a previous revision if the first revision had not been accomplished. In most 
es this necessitated tearing out of work already accomplished, discarding 
omponent parts which had already been fabricated, which, of course, cost us a 
great deal of money. Because of so many revisions, the increased cost in 
iaterial and delays which we have had due to the revisions, steel strikes, etc., 
the cost on these tugs has gone all out of proportion to what it should have cost. 
Qur material cost, including the items which we have had to discard, and the 
changes which we have change orders for, the increase in price of steel, pipe, 
valves, and equipment which is specified on the working drawings and which 
as not specified on the contract prints have cost us about 145 percent of the 
original estimate for material. As for the labor cost, due to the many revisions, 
change orders, and increase in the items on the working drawings over and 
ihove the contract plans will run very nearly 100 percent over our estimate. 
This, of course, means that the overhead will run over 150 percent to our estimate 
as well as outside cost such as contracts for component parts which it was 
necessary for us to increase, will run about 150 percent of estimate. This, of 
course, leaves nothing for profit. In other words, the actual cost to us of these 


boats will run approximately 25 percent more than the total contract, which 
leaves nothing for profit. 


We feel that we have been lucky in certain respects on these contracts as we 
have not been burdened with an inspection force which has been unreasonable. 
Everyone that we have cole incontact with as far as the inspection force is 
concerned, from the inspector in the yard, the resident inspection officer, the 
inspection officer in charge out of New York, and even the supervisor of ship- 
building in New York who has visited our plant, have been more than coopera- 
tive and apparently realize our problem although there does not seem to be 
much they can do about it. 

To sum up this problem, we are running behind in delivery dates approxi- 
mately 1 year and we feel that about 75 percent of the cause has been due to 
the plans and plan revision and the balance of the time has been caused by steel 
strikes, and general inability to obtain items which afe normally easy to pro- 
cure. Because of these delays, changes, etc., we stand to lose well over $100,000 
on this contract and we do not feel that it was our fault as these boats are 
nothing new to us and we are in line with all other yards who bid on this program. 
It is our understanding, unofficially, that we are not the only yard who is losing 
money on these contracts and in fact, we have heard of no yard who feels that 
they are making anything on it. 

We do not know if your committee can help us out in any way to recoup any 
of this loss but we do not feel that it should be the policy of the Government to 
force any business to lose money on Government work and we would appreciate 
knowing if there is any law on the statute books, whereby Government contracts 
can be renegotiated upward as fell as renegotiated downward, if too much of a 
profit is realized. Anything which your committe might do to help us solve 
this problem would be appreciated. 

Very truly yours, 
RALPH E. MATTON, 
Treasurer, 


w 
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APPENDIX 10 


LAW OFFICES, NATHAN L, SILBERBERG, 
Washington, D. C., May 10. 1954. 
Ke American Boiler Works, Inc. 
Hon. Epwarp J. THYE, 
Chairman, Senate Committee on Small Business, 
Washington, D.C. 

DEAR SENATOR THYE: In response to requests made at a conference last week 
by members of your committee staff, Mrs. Alan McDowell, president of Ameri- 
can Boiler Works, Inc., has asked me to furnish the following information : 

On December 21, 1942, the company was awarded a contract (Nobs 893) to 
build three 105-foot YSD’s (self-propelled steel seaplane wrecking derricks). 
The original unit price was $145,415, but change orders and allowances brought 
the total contract price to $519,661. 838. 

Next came contracts for LCM’s. The first was NXS 539-A for 20 at $25,225 
each. Next was Nobs 1009 for S88 at $19,500 each, and, finally, Nobs 1149 for 20 at 
$19,000 each. In April 1944, the company voluntarily adjusted the price down to 
$17,250 per unit on the latter 2 contracts. This meant a cash refund to the Navy 
$233,000. On December 23, 1944, the company made a further voluntary cash 
refund to the Navy of $100,000. 

In the current Nobs 5567 for 65-foot tugs, the company has paid or incurred 
liabilities totaling $486,656.45 for centrally procured materials. This represents 
almost all of such materials for the contract. 

I will be happy to furnish any other information you may request. 

Very truly yours, 
N. L. SILBERBERG. 


APPENDIX 11 


Myrrie Beacu, 8. C., May 25, 1954. 
SELECT COMMITTEE FOR SMALL BUSINESS, 
United States Senate, Washington, D.C. 


GENTLEMEN: J wish to submit the following information to supplement my 
statement of May 19, 1954, and to have it made a part of the record: 

1. During the 52 years that the American Boiler Works has been in business, 
we have worked constantly with the American Bureau of Shipping and the United 
States Coast Guard inspection force, always complying with their rules and 
regulations. We were well acquainted with their requirements as they are 
standard practice in the marine business; and did not work a hardship with 
respect to the contract for 65-foot harbor tugs with the Navy Department. 

2. Since World War IT, the American Boiler Works has built the following 
vessels : 

(a) Four 50-foot steel tugs for the New York State Barge Canal according to 
plans and specifications submitted by S. Yourkevich, marine architect. 

(b) Four 36-foot pilot vessels for the French Government, according to plans 
and specifications submitted by Vertige, of the French Government. 

(c) One 45-foot river tug for an individual contractor to be used in French 
Guinea, according to plans and specifications submitted by S. Yourkevich, marine 
architect. 

(d@) One 56-foot icebreaker for the Niagara Mohawk Power Co., of Buffalo, 
N. Y., according to plans and specification of the Niagara Mohawk Power Co. 

(ec) Four 120- by 30-foot riveted barges for French North Africa. These barges 
were assembled, broken down, and reassembled in six nests for shipping purposes. 
These barges were built according to plans and specifications submitted by the 
I'rench Government. 

(f) One 65-foot tug for the Pennsylvania State hatcheries, according to plans 
and specifications submitted by the Department of Fisheries, State of Penn- 
sylvania. 

3. It was not necessary for the American Boiler Works to build an organiza- 
tion for the performance of the contract with the Navy Department for 65-foot 
tugs. Many of our employees have been with the company for more than 25 
years, as stated before. 

4. The men that attempted to complete the contract for the 65-foot harbor tugs 
with the Navy Department had just completed installing an entirely new engine- 
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room on the 600-foot lake freighter, the steamer Z. J. Kulas of the Wilson Transit 
Co. They completed that contract in 244 months with the resultant profit to 
the company of $87,000. This contract was not the only commercial work being 
performed at that time. I simply mention it to emphasize the fact that we do 
not feel that we are inexperienced not inefficient. I might add that the work 
on the aforementioned contract complied with both American Bureau of Ship- 
ping and United States Coast Guard inspection rules. 
Sincerely yours, 
ISABELLE T. MCDOWELL. 


APPENDIX 12 
May 24, 1954. 
Hon. CHARLES 8S. THOMAS, 
Secretary of the Navy, 
The Pentagon Building, 
Washington 25, D. C. 

My Drar Mr. Secretary: The Subcommittee on Military Procurement of the 
Senate Small Business Committee has just concluded hearings on certain tugboat 
procurements by the Navy for the Departments of the Army and the Air Force. 

Some 264 tugs of sizes varying from 45 feet to 100 feet were so ordered, the 
first contracts being placed by June 30, 1951. Testimony was given that there 
vas a great urgency for these crafts, due to the Korean situation. 

Although this urgency in placing these contracts must be assumed to meet 
requirements of the Army and the Air Corps, it would be of interest to the 
committee to have some data as to such craft that were then in existence and 
under Navy jurisdiction. We would like to have figures to cover all steel harbor 
tugs in the size range from 45 feet to 125 feet, broken down as to the number 
then in active service at overseas bases, United States continental bases, and in 
inactive reserve status. 

Your early consideration of this request will be sincerely appreciated. 

With kindest regards, I am, 

Sincerely yours, 
HoMER FERGUSON, 
Chairman, Subcommittee on Military Procurement, Senate Small Busi- 
ness Committee. 


APPENDIX 12 (A) 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, June 15, 1954. 
The Honorable HOMER FERGUBON, 
United States Senate, Washington, D. C. 

My Dear SENATOR FERGUSON: Your recent letter requested a list of all steel 
harbor tugs from 45 feet to 125 feet in length, which were in existence and under 
the jurisdiction of the Navy as of June 80,1951. You referred to recent testimony 
before your subconmnittee to the effect that, because of the outbreak of Korean 
hostilities, there was a great urgency for additional tugs for which contracts 
were placed during the summer of 1951 

The Chief of the Navy’s Bureau of Ships has furnished the enclosed tabulation 
which sets forth details of all steel harbor tugs under Navy jurisdiction as of 
June 30, 1951, within the size limitations specified in your letter. As you will 
note, certain tugs are listed as being in a reserve status, both within and outside 
the continental United States, although not berthed in a reserve fleet. These tugs 
are distinguished from reserve fleet tugs by the fact that they were ready for, 
although not actually engaged in, active operations. 

I am informed that Rear Adm. B. EF. Manseau, USN, Acting Chief of the 
Bureau of Ships, in his recent testimony before your subcommittee, pointed out 
that the tugboats procured in 1951 had a relatively low priority, but because 
of the extreme urgency which governed our military procurements at that time, 
efforts were made to place all contracts for ships and craft, including these tugs, 
as expeditiously as possible 

I trust that this information fully answers your inquiry. 

With kindest regards. 

Sincerely yours, 
R. H. Foater, 
Assistant Secretary of the Navy. 
Encl: (1) List of steel harbor tugs under Navy jurisdiction as of June 30, 1951. 
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List of 45-foot and 125-foot tugs under Navy jurisdiction as of June 30, 1951 
J 497] { h 


| 
Reser: Continental | Outside scien 
ame te United States United States 
ee | Total 
United - | 
States Active Reserve | Active Reserve 
| 
YTL (small harbor tugs average length | 
66 feet 53 18 12 3 86 
YTM (medium harbor tugs average 
length 111 feet ] ] 2 
YTFP (large harbor tugs average length 
101 feet 32 on 29 l 152 
Total 240 
WOOD HULL—STEEL FRAMES AND STEEL BULKHEADS 
Yas 3 4 
YTM 
YTR 2 f 33 
Potal a7 


APPENDIX 12 (b) 


May 24, 1954 
Hon. Rospert T. STEVENS, 
Secretary of the Army, 
The Pentagon Building, Washington 25, D.C. 


My Dear Mr. Secretary: The Subcommittee on Military Procurement of the 
Senate Small Business Committee has just concluded hearings on certain tug- 
boat procurements by the Navy for the Department of the Army. 

Some 264 tugs of sizes varying from 45 feet to 100 feet were so ordered, the 
first contracts being placed by June 30, 1951. Testimony was given that there 
was a great urgency for these crafts, due to the Korean situation. 

For our record we would appreciate early word from you as to the requirements 
of your Department at that date for such tugs and also data as to what tugs 
were then available and under your jurisdiction. We would like to have figures 
to cover all steel harbor tugs in a size range from 45 feet to 125 feet, broken 
down as to the number then in active service at overseas bases, United States 
continental bases, and in inactive reserve status 

Your early consideration of this request will be sincerely appreciated. 

With kindest regards, I am 

Sincerely yours, 
Homer FERGUSON, 
Chairman, Subcommittee on Military Procurement, Senate Small 
Business Committee. 


APPENDIX 12 (¢) 


DEPARTMENT OF THE ARMY, 
OFFICE OF THE DEPARTMENT COUNSELLOR, 
Washington, June 16, 1954 
Hon. HOMER FERGUSON, 
Chairman, Subcommittee on Military Procurement, 
Select Committee on Small Business, United States Senate. 
(Attention Mr. Woodruff. ) 


DEAR Mr. CHAIRMAN: This is in further response to your request for informa- 
tion concerning the Transportation Corps tugboat assets set forth in your letter 
of May 24, 1954, as modified in subsequent conversations between Mr. Howard 
R. Sacks and Mr. D. P. Hill of this office, on the one hand, and Mr. Woodruff 
of your staff, on the other. The following table shows as of June 30, 1951, 
Transportation Corps assets with respect to tughoats in the 45-foot class, the 
65-foot class, and the 100-foot and over class. 
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Assets 
In se eC, In reserve, 
United United Oversea Potal assets 
States States 
24 4 29 7 
lf q i) 


It is hoped that this information will meet the needs of the subcommittee 
Sincerely yours, 
Lewis E. Berry, Jr., 
Deputy Department Counselor. 


APPENDIX 12 (D) 
May 24, 1954 
Hon. HaroLp TALBOTT, 
Secretary of the Air Force, 
The Pentagon Building, Washington 25, D.C 

My Dear Mr. Secretary: The Subcommittee on Military Procurement of the 
Senate Small Business Committee has just concluded hearings on certain tug 
boat procurement by the Navy for the Department of the Air Force. 

Some 264 tugs of sizes varying from 45 feet to 100 feet were so ordered, the 
first contracts being placed by June 30, 1951. Testimony was given that there 
was a2 great urgency for these crafts, due to the Korean situation. 

For our record we would appreciate early word from you as to the require- 
ments of your Department at that date for such tugs and also data as to what 
tugs were then available and under your jurisdiction. We would like to have 
figures to cover all steel harbor tugs in a size range from 45 feet to 125 feet, 
broken down as to the number then in active service at overseas bases, United 
States continental bases and in inactive reserve status 

Your early consideration of this request will be sincerely appreciated 

With kindest regards, I am 

Sincerely yours 
HoMER FERGUSON, 
Chairman, Subcommittee o7 Vilitary Procurement, Senate Small 


Business Committee. 


APPENDIX 12 (F) 


DEPARTMENT OF THE AIR FORCE, 
OFFICE OF THE SECRETARY, 
Washington, June 10, 1954. 
Hon. Homer FERGUSON, 
Chairman, Subcommittee on Military Procurement, 
Select Committee on Small Business. United States Senate. 
Dear Mr. CHAIRMAN: The following information is submitted in response 
to your recent request for data pertaining to tugboat procurements by the Navy 
for this Department. 


1. June 1951 inventory of tugboats under jurisdiction of USAF (all in active 
service) 


Loeation 45-foot tugs 46-foot tugs 
Brookley Air Force Base, Al 4 
Eglin Air Force Base, Fla l 
Harmon Air Force Base, Newfoundland l 
St. Johns Air Force Base, Newfoundland. 1 
Lajes Air Force Base, Azores . 1 


Total... : 6 2? 
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2. June 1951 requirements for tugboats 


65-foot tugs 100-foot tugs 


Location - a 
Fiscal year | Fiscal year | Fiscal year | Fiscal year 


1951 1952 1951 1952 

Kindley Airfield l 
Goose Bay, Labrador 1 l l 
Harmon Air Force Base, Newfoundland - 1 
Tripoli Harbor 1 l 
Ladd Air Force Base, Alaska l l 
St. Johns, Newfoundland l l 
Manila, Philippine Islands 1 | 2 2 2 

Potal._.. 4 6 3 5 


Although the June 1951 requirements originally called for ten 65-foot tugboats 
and eight 100-foot tugboats, it was later determined that the smaller tugboat 
would be acceptable in most cases. For this reason, seventeen 65-foot tugboats 
and one 100-foot tugboat were finally procured for the Air Force. 

Sincerely yours, 
H. E. Tavsorr. 





APPENDIX 13 


UNITED STATES SENATE, 
SELECT COM MITTEE ON SMALL BUSINESS, 
June 1, 1954. 
Hon. CHARLES 8. THOMAS, 
Secretary of the Navy, 
The Pentagon Building, Washington 25, D.C. 

My Dear Mr. Secrerary: The hearings on the Navy tugboat procurement 
before the Military Procurement Subcommittee of the Senate Select Committee on 
Small Business were concluded on May 20. 

However, this committee maintains a continuing interest in this program. 
We will be most grateful to you for providing us with further and final informa- 
tion, as it develops, on the following subjects: 

1. The final determination of whatever claim the Olson Corp. of Beresford, 
Fla., has presented or will present in connection with contract NOBs 5546. 

2. The final determination of whatever claim the American Boiler Works of 
Erie, Pa., or its trustee, has presented or will present in connection with contract 
NOBs 5567. 

3. The final cost and completion dates of nine 65-foot tugs being completed at 
Rawls Bros., Jacksonville, Fla. 

4. The decision as to what steps will be taken to complete the seven 65-foot 
tugs now at Erie, Pa., and at what contracted figure will this work be undertaken 
and by whom. 

5. The decision as to what steps will be taken to complete the fifteen 65-foot 
tugs now at Fort Lauderdale, Fla. If a recontract is awarded we would like 
information as to the contractor and the contract price. 

6. The determination as to settlement of all change orders and/or delay claims 
since May 20, 1954 on: 

(a) Contract NOBs 5545, Missouri Valley Steel, Leavenworth, Kans. 

(b) Contracts NOBs 5566 and 5576, Fellows & Stewart, Wilmington, Calif. 

(c) Contract NOBs 5577, Smith Basin & Drydock, Fort Lauderdale, Fla. 

7. Final cost to the Navy in the matter of the present contract with M. Rosen- 
blatt & Son, New York City for plans and procurement in connection with the 
ninety-nine 65-foot tugs and date when this contract is completed. 

I recognize that this information will become available at varying times; 
therefore, I suggest that it be sent to my office as it is available. 

Sincerely yours, 





Homer FERGUSON, 
Chairman, Subcommittee on Military Procurement, 
Senate Select Committee on Small Business. 
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APPENDIX 14 
NOVEMBER 2, 1953. 
Via: Supervisor of Shipbuilding and Inspector of Naval Ordnance, 
Camden 1, N. J. 
Reference: NObs 5567 (1718) 
Ser-—1718-5318 

CHIEF, BUREAU OF SHIPs, 

Department of Navy, Washington 25, D. C. 


Sirs: American Boiler Works, Inc., hereinafter sometimes referred to as the 
company, by William J. Johnson, trustee under reorganization proceedings 
instituted in the United States District Court for the Western District of Penn- 
sylvania, submits herewith a claim for relief under the First War Power Act of 
1941, as amended, and in support thereof, sets forth the following: 

1. Relief is requested under the provisions of title II of the First War Powers 
Act of 1941, as amended, and Executive Order No. 10210, issued thereunder, 
to modify and amend contract NObs 5567, dated as of November 17, 1952, entered 
into by and between the United States of America, represented by the con- 
tracting officer, Bureau of Ships, Navy Department and American Boiler Works, 
Inc., for the construction of seven 65-foot harbor tugs (diesel 600-horsepower 
steel design 3004) to increase the compensation to be paid the contractor for the 
construction and completion of the 7 vessels, including all the spare parts, 
but excluding the cost of the centrally procured materials as set forth in said 
contract, so as to enable the company to complete the construction of said 7 
vessels, Which are now estimated to be more than 50 percent completed under 
said contract. 

”. The company suffered large losses in the partial construction of the said 
seven vessels, and its working capital became impaired, so that it became neces- 
sary for the company to make application for the appointment of a trustee for 
the purpose of reorganizing:the company under chapter X of the provisions of 
the Bankruptey Act. The District Court of the United States for the Western 
District of Pennsylvania appointed William J. Johnson, trustee in this proceed- 
ing on October 9, 1953, who duly qualified on October 12, 19538, by filing the 
required bond. 

The order of appointment authorizes the trustee to operate and manage the 
business. The order further directed the trustee to investigate the acts, con- 
duct, property, liabilities, and financial condition of said debtor, and the opera- 
tion of its business, and in pursuance of such direction, the trustee has investi- 
gated the factors which have occasioned the losses suffered by the company 
in the construction of the seven vessels under said contract, and so far as the 
trustee has been able to ascertain, such factors are as follows: 

(a) Increase of labor cost.—-The contract was negotiated during the year 1951, 
and the labor cost was computed on the rates prevailing at that time. Before 
any appreciable amount of labor was expended on the contract, there was an 
increase in labor cost, and successively thereafter, labor costs, with fringe bene- 
fits, increased from approximate average cost of $1.70 per hour to a present 
approximate average cost of $2.19 per hour. This increase in labor cost is not 
peculiar to the company, or to local conditions, but is characteristic of, and in 
line with, the prevailing increase of all labor costs throughout the country, and 
especially the shipbuilding industry. In recent negotiations for increased rates, 
management consented to a request for a 6-day week, which resulted in the 
payment of overtime wages, for the extra day which did not result in expediting 
the contract which had been hoped to be accomplished 

The universal increase in cost of labor has not only been reflected in direct 
labor costs, but also in the increase in costs of services involving labor. 

The increase in labor cost Was not anticipated when the contract was executed. 
This is clearly evidenced by the fact that the contract itself provided for the 
delivery of one vessel in July of 1952, and monthly thereafter until January 
1953. While the contractor might be chargeable with some slight anticipated 
increase in labor cost in a contract to be completed in less than a year, the con- 
tractor should not be chargeable with increased labor costs in a contract, the com- 
pletion of which has been delayed for reasons, many of which are not charge- 
able to the contractor. The facts are that the contract has extended much 
longer than was originally anticipated, and its completion has been delayed and 
during the period there have been unusual and extraordinary increases in labor 
costs for which relief should be granted 
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(b) Increase in costs due to delays in operation caused by corrections for 
design errors.—The contract herein referred to contained a mandatory provision 
that the contractor should enter into a written agreement with M. Rosenblatt 
& Son, the central procurement agent, under which the central procurement 
agent shall procure centrally the material for use under the contract which is 
listed on the list of mandatory centrally procured items in schedule A of the 
contract. M. Rosenblatt & Son are naval architects and marine engineers. They 
are also referred to as design agent. In many instances they failed to furnish 
materials, and the required information with material so that labor employed 
by the contractor could not be utilized. To detail all of these instances would 
be time consuming. By way of illustration, however, the procurement agent 
failed to provide the necessary information with respect to paralleling certain 
electric generators. On this item alone, the contractor was not only unneces- 
sarily delayed, but was obliged to incur extraordinary and wanusual labor costs 
by reason of the delay. 

Another illustration of delay, causing additional labor costs, arose out of the 
steering gear apparatus. The contractor contemplated ram steering gear appa- 
ratus, which was changed to electrical steering gear. This change required 
expense on the part of the contractor, in paying for extra labor cost for which 
the contractor was not compensated. 

The contractor's justification in paying for labor during periods of inactivity 
was to maintain its organization so as to expedite the completion of the contract. 
The trustee is neither criticizing nor justifying the management in exercising 
its best judgment, but delays did result, which are not attributable to manage- 
ment, which materially added to the cost of this contract. Relief for delays for 
causes beyond the control of management resulting in extraordinary and un- 
usual expenses should be granted. 

The trustee is further advised and verily believes that delays resulting in 
extraordinary and wnusual expenses arose by reason of indecisions caused by 
change order No. 5. 

The contract provides that the Chief of the Bureau of Ships or his representa- 
tive may make changes, and if such changes cause an increase or decrease in 
the cost of, or the time required for performance of this contract, an equitable 
adjustment shall be made in the contract price, and the contract shall be modified 
in writing accordingly. The contract further provides that any claim by the 
contractor for adjustment made by this article must be asserted within 30 days 
from the receipt of the notification of the change: “Provided, however, That 
the contracting officer, if he decides that the facts justify such action, may 
receive and act upon any such claim asserted at any time prior to final payment 
under this contract.” 

It is respectfully submitted that the extra cost incurred by corrections for 
design errors, over which the contractor had no control, present facts which 
should justify the contracting officer in acting formally in recommending the 
granting of the relief requested. 

(c) The gross underestimation of the cost of constructing the seven vessels 
and the omission of adequate costs for their delivery. Attached hereto as 
exhibit 1 is a summary of cost estimate submitted by the contractor prelimi- 
nary to the execution of the contract. It will be observed that under “B Con- 
struction, subtotals of estimate” the contractor furnished cost estimates for 
(1) hull; (2) machinery; and (3) laying down. No other estimates appear. 
There is no provision for launching nor delivery. The grand total of the esti- 
mates amount to $101,189.18. This figure includes a profit of $4,818.53, which is 
5 percent of the total estimated cost. 

As an apparent afterthought, at the bottom of the page appears the following: 
“Delivery from Erie, Pa., to Mobile Air Material Area, Mobile, Ala., $4,000 
additional.” 

The total appearing on estimate for “material” is itemized in the middle of the 
page as $44,592.58, but in the estimated bid appears the total, $40,198.20. These 
figures are not only not reconcilable, but are grossly underestimated. If the 
estimated cost of material is $44,592.58, that figure, and not $40,198.20, should 
have appeared in the estimate. 

With respect to delivery, the difference between the contract price per vessel, 
$104,000, and the summary cost of estimate, $101,189.18, is $2,810.82. It is not 
clear whether this difference is to compensate for the $4,394.38 difference in the 
material item, or whether it is to allow $2,810.82 for the delivery of 1 vessel a 
distance of some 3,000 miles. In either case the contract price is either grossly 
underestimated, or certain items of expense were inadvertently omitted. 
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To illustrate the gross underestimation of cost, or omission of certain items 
of cost, it need only be pointed out that nearest delivery would be through the 
Great Lakes, Chicago Sanitary and Ship Canal, and the Mississippi River. The 
cost of all 7 vessels passing through bridges on Chicago Sanitary and Ship 
Canal on the same day has been estimated at variable amounts between $54,000 
and $85,000. It is a recognized fact that if each of the 7 vessels pass through 
the canal on different days, the cost would be an additional $30,000 (or $5,000 
per day) to the minimum estimated cost of delivery of $54,000. 

It is inconceivable that either the contractor or the contracting officer 
realized the cost of delivery of a vessel from Erie to Mobile, Ala., since the esti- 
mated profit of the contracor was so small, and it would not be the desire of the 
contracting officer to penalize the contractor and accomplish such an inequitable 
result 

It is quite evident that there was a gross underestimation of the cost of 
constructing and delivery of the seven vessels, or that there were gross omissions 
which have resulted in inequities which should be adjusted. 

The trustee is of the opinion that other factors will present themselves, which 
have also contributed to the losses suffered by the contractor, but the interval 
since his appointment has been insufficient to collect such facts and data. 

3. A certified detailed breakdown of costs incurred in the performance of 
contract NObs—5567, as prepared by Joseph Getz & Co., certified public account- 
ants is enclosed herewith. and made a part hereof, and marked “Exhibit 2.” 

\ detailed estimate of costs to be incurred in the performance of contract 
NObs-5567 is set forth in paragraph 11, infra 

t A certided copy of original price analysis is herewith submitted and 
made a part hereof, and marked “Exhibit 1.” 

5. Certified comparative balance sheets and profit-and-loss statements for 
the fiscal years of 1950, 1951, 1952, and 1953, and for the period from June 1, 
1953, to October 9, 1955, are submitted herewith and made a part hereof and 
marked “Exhibit 3.” 

6. The trustee is unable to furnish at this time, separate projection cash 
flow statements for Government and commercial business covering work as 
of this date and anticipated business having receipts and expenditures within 
the next 12 months, for the reason that operations under the trusteeship com- 
mence as of October 9, 1953, the date of the appointment, and there has not been 
sufficient time to acquire such information. The United States District Court 
has already granted the trustee authority to borrow up to $50,000 on trustee’s 
certificates of indebtedness. The trustee is in the process of completing a com- 
mercial contract, which it is anticipated will produce funds which can be used 
as working capital. Other commercial business is anticipated, but there are no 
outstanding contracts. 

A separate communication addressed to your office today will outline the 
trustee's proposal as to progress on contract NObs—5567. 

7. Certified statement of salaries, bonuses, and other forms of compensation 
of principal officers or partners and all dividends or other withdrawals during 
12-month period immediately preceeding the date of this claim, is submitted 
herewith, made a part hereof, and marked “Exhibit 4.” 

& Neither the contractor, nor the trustee has any other prime of subcontracts 
with the Bureau of Ships and/or other defense agencies. 

9. The trustee is represented by Enoch C. Filer, attorney at law, 1005 Ariel 
Building, Erie, Pa., in the processing of this claim. No attorney fees have been 
fixed, paid, or agreed upon. It is not anticipated that any separate attorney 
fees will be paid for processing this claim. Attorney fees in such cases are 
fixed by the court for all of the services rendered the trustee, during his 
stewardship, and are discretionary with the court. 

10. No claim for a part or all of the relief requested has been submitted to 
GAO 
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11. The least amount of relief required to complete the contract, with a de- 
tailed explanation substantiating the minimum amount of relief is as follows: 


Estimated labor cost__- 2 eee nicotene - 2 Sis e indbcosaneond $205, 700 
This amount was arrived ‘at by obtaining estim: ited hours necessary 

to complete the 7 vessels. 

Materials to be furnished by subcontrators.___...-------- a 
This amount is based on information obtained from the various sub- 

contractors. 

Material to be furnished by contractor ate . ee 

Overhead to complete 7 vessels 50 percent of labor camwnncee oe 

Launching expenses ae . 6, 000 

Delivery costs to Mobile, Ala hes 85, 000 


ROU sch ackcawadeneneaene cccdiiatianaae eee siibanshenath ect cacadidhdaspeetiial 593, 550 
Balance due on contract ae siccecilein aniee lalate atomsiaaacibasama aa 


artes sii ining bid is lita iste ET 





Relief required__-__- waishie ee 


Included in the required relief is the item, delivery cost $85,000. The con- 
tract provides that the Chief, Bureau of Ships may make changes, among 
other things with respect to the “place of delivery.” The trustee would respect- 
fully request that the contract be changed so that delivery of the vessels be 
accepted in Erie, and thereby eliminate this item. In the alternative the trustee 
would be agreeable in having this item treated separately, on an actual cost 
basis, whereby a record of the actual delivery costs be kept and payment be 
made accordingly. In other words, the contract contains an escalator clause 
with respect to delivery. 

12. The trustee is an officer of the court, and the courts permission would 
first have to be obtained before such a bond could be furnished. In the event 
a performance bond would be required, in addition to the bond already filed 
with the court, the trustee would be agreeable in making proper application to 
the court to execute such a bond. 

An oral conference is requested, at which time, the trustee or his repre- 
sentative will be agreeable in explaining the matters herein set forth and sub- 
mitting any additional information in support of this claim for relief. 

Respectfully submitted. 

AMERICAN BorLer Works, INc. 


By Trustee: 


APPENDIx 15 


DEPARTMENT OF THE NAVY, 
BUREAU OF SHIPS, 
Washington, D. C., June 8, 1954. 
Hon. Homer Fereuson, 
Chairman, Subcommittee on Military Procurement, 
Nelect Committee on Small Business, 
United States Senate, Washington, D. C. 

My DeAR SENATOR FERGUSON: This is in reference to the recent hearings before 
your subcommittee with regard to the Navy's procurement of 65-foot tugs from 5 
small business firms. The Bureau of Ships has already forwarded to Mr. Frank- 
lin Woodruff, staff member of the subcommittee, a corrected copy of the transcript 
of the hearings. I am forwarding, as enclosures to this letter, the following 
additional data which was either requested during the hearings or which it 
appears desirable to incorporate in the record for the purpose of completing the 
testimony of Bureau witnesses. 

The following enclosures are submitted: 

Enclosure (1): Supplemental statement of Capt. L. V. Honsinger, USN, Director, 
Ship Technical Division (see p. 189). 

Enclosure (2): Explanation of cost estimates (see p. 197). 

Enclosure (3): Statement of Department of Defense policy regarding competi- 
tive procurement (see p. 208). 

Enclosure 4: Statement of contractors’ right under Bureau of Ships vessel 
construction contracts to additional compensation for change orders and of 
appeal procedures available to them (see p. 44). 

Hnclosure (5): Copies of contracts NObs—5526 (design) and NObs—5527 (central 
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procurement services) with M. Rosenblatt & Sons: NObs—5545 with Missouri 
Valley Steel, Inc.; NObs—5546 with Olsun Corp.; NObs—5566, and NObs—5576 
with Fellows & Stewart, Inc; NObs—5567 with American Boiler Works; and 
NObs-—5577 with Smiths Basin & Drydock Co. (retained committee files). 

Enclosure (6): Bureau of Ships investigation of 65-foot tug program (see p. 





167). 
Enelosure (7): Letter of J. C. Marley, senior negotiator of Bureau of Ships, 
date June 1, 1954, to Senate Select Committee on Small Business, replying to 


allegations made by Fellows & Stewart in their letter dated May 15, 1954 


(see p. 219) 


Enclosure (8): Capt. M. G. Vangeli, USN (Director of Contracts, BuShips) 
comment on Fellows & Stewart letter to the committee, dated May 15, 1954 


(} oat 
Enclosure (9): Bureau of Ships comment on contractors’ statement that a fixed 
percent: is applicd to their claims in reaching settlement (see Appendix 16). 
Enclosure (10): List of 45-foot and 125-foot tugs under Navy jurisdiction as of 


June 30, 1951 (appendix 12), p. 255. 
pI h 


With reference to enclosure (7), I would like to say that Mr. Marley, during 
a period of many years with the Bureau, has established an excellent record for 
conducting difficult contract negotiations and for effecting settlements which 
have been equitable to both the Government and the contractor. The reputation 
of Mr. Marley is one of unquestioned integrity and ability. 

1 trust that the enclosures will be of some assistance in explaining the rather 
complex circumstances of the award and administration of contracts in the 
Navy's 65-foot tug program if further information should be desired, do not 
hesitate to call upon me 

Sincerely yours, 
B. E. MANSEAU, 
Rear Admiral, USN, 
Acting Chief of Bureau. 


APPENDIX 16 


BUREAU OF SHIPS COMMENT ON CONTRACTORS’ STATEMENT THAT A FIXED PERCENTAGE 
IS APPLIED TO THEIR CLAIMS IN REACHING SETTLEMENT 


Statements made during this hearing by shipyard representatives and com- 
mittee personnel have implied that the Bureau of Ships applies a more or less 
fixed percentage (about 60 percent) to change orders and delay claims presented 
by shipyards under their contracts. This is absolutely untrue. In the settlement 
of claims, it is the Bureau's intent and desire to deal equitably with all con- 
tractors, aud in so doing it is the constant objective of the Bureau to reimburse 
contractors fully and promptly to the maximum extent to which they are entitled 
under the terms of the contract and applicable laws and regulations. It must 
be remembered that claims are estimates of cost involving many complex factors 
and two opposing interests and that true costs subsequently determined may 
vary substantially from such estimates. It is to be expected that the final esti- 
mated figure agreed to by both parties will not always be the original one 
proposed by the contractor. On the other hand it may also be substantially 
different from that estimated by the Navy. Recent settlements have been made 
at from 2 percent to 80 percent of the figure originally proposed by the contractor. 
Before such a settlement is made, it must be mutually agreed to as representing 
an equitable adjustment. The Bureau may not unilaterally set the amount 
of settlement, nor is the contractor under any obligation to accept the Bureau’s 
estimate. It is the policy of the Bureau, consistently followed, to pay contractors 
all the money due them but to safeguard the interests of the taxpayers at the 
same time. (This statement is identified as enclosure 9, of Admiral Manseau’s 
letter of June 8, 1954, see appendix 15, p. 261.) 
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APPENDIN 17 

HE NAVY, 

AU OF SHIPS, 

C., April 12, 1954 


DEPARTMENT OF 1 
BURE 
Washington 25, D. 
Memorandum 
From. Code 784 
To: Code 1712 
Snbject: Preaward surveys—American Boiler Works, Erie, Pa.; Olsen Corp., 
Beresford, Fla.; Rawls Bros. Contractors, Ine., Jacksonville, Fla.; Smiths 
Basin & Dry Dock Co., Fort Lauderdale, Fla. 
Reference: (a@) FONECON from 1712 (Mr. Milliken) to 754, requested copies 
of preaward surveys on the subject companies, 
Enclosures: 
(1) Smith Basin & Dry Dock Co., Ser. T55B-82, dated February 19, 1951 
(2) Conference memorandum for file, dated March 17, 1951. 
(3) AIM letter Ser. A—2248, dated December 31, 1951. 
(4) 1712 Memo Ser. 784B-15, dated January 28, 1952. 
(5) SUPSHIP Jax, Ser. C—O020-52, dated March 14, 1952 
(6) SUPSHIP Jax, MSG, Ser. 8012322 (retained in Com. files). 
1. In connection with the information requested by reference (a) the following 
remarks are obtained : 
Oisen Corp.: No preaward survey code 7SO prior to award of contract 
American Boiler Works: No preaward survey prior to award of contracts. 
Rawls Bros. Contractors, Inc. : Code 780 requested information from super 
visor of shipbuilding, Jacksonville, Fla., who replied by Ser. 301232Z, neg: 
tive, see enclosure (6). 
Smiths Basin & Dry Dock Co.: Enclosures (1) through (5) indicate the 
development information in connection with this company 
Davin B. McAuULay. 


ENCLOSURE (1) 
Fresruary 19, 1951 
Sirus Bastin & Dry Dock Co., 
Fort Lauderdale, Fla 
GENTLEMEN : The Bureau of Ships, Department of the Navy, is in receipt of 
your letter of February 2, 1951, in which you request to be placed on the bidders 
ist for construction of steel barges. On the basis of your letter of January 12, 
1951, you were included in the Bureau’s planning for other types of craft. 
Your request of February 2, 1951, is approved. The Bureau has included your 
firm in its planning for all of the following types of craft: 
Service craft, steel, self-propelled, up to 110 feet. 
Service craft, wood, self-propelled, up to 110 feet. 
Small boats, wood, self-propelled, up to 110 feet. 
Service craft, steel, non-self-propelled, up to 120 feet. 
Service craft, wood, non-self-propelled, up to 120 feet 
Your interest in being of service to the Bureau of Ships is appreciated. 
Sincerely yours, 


ENCLOSURE (2) 
Maren 17, 1951. 
Memorandum for file. 
Subject: Smiths Basin & Dry Dock Co., Fort Lauderdale, Fla 

Report on inspection of 

1. One boat hauled out for repairs. One vessel berthed for dockside repairs. 
No construction of any kind in evidence. 

2. Claimed to have 35 employed, including 5 nonproductive workers. A num- 
ber of them may have been on a part-time basis, as there were only about 12 
men in sight. 

3. Woodworking shop completely equipped with all necessary tools for wood 
hull construction. Has small machine tools for performing light repair work. 
All tools in excellent condition. 

4. At present there is no mold loft, nor is there room in the presently existing 
buildings for a mold loft. 


48107—54——_18 
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5. There is a very small foundry, capable of 1 ton of gray iron per day only. 
There is no plate and shape furnace. 

6. Storeroom is sinall, with a very limited stock on hand. 

7. A 10-ton marine elevator, with 2 transfer tracks, can handle boats up to 
10 by 11 feet Marine railway, rated at 65 by 22 feet, can handle YTL’s. ‘There is 
a concrete dock about 40 by 30 feet, with 8S feet of water. <A 5-ton caterpillar 
crane provides service any place in yard. There is about 12 feet of water at 
marine railway. Channel limit is 7 feet at mean low water, but dredging to 15 
feet has been promised. The area where they have proposed to build steel barges 
has not been cleared and graded, nor will it be until they actually have been 
given a contract for barges. Plans call for side-launching ways, with 5 feet 
of water available at launching site. 

8. Availablity of work beyond July 1, 1951, is considered nil. 

9 Mr. Smith (owner), Mr. Smith (son of owner) and Mr. Chadwick comprise 
the engineering staff, but the elder Mr. Smith is the only one who gave evidence of 
knowing very much about shipwork. 

10. Local labor market not considered good by the elder Mr. Smith. He in- 
dicated he would prefer to import labor from Georgia. 

11. Suggest disapproval of proposed current allocation for construction of 
25 plane personnel or rearming boats, and that this allocation be transferred to 
Nelson Boat Corp. in lieu of the program originally proposed for Nelson. Also 
suggest that Smith not be considered for steel-boat construction. 


JAMES RITTEN. 


ENCLOSURE (38) 
DecEMBER 31, 1951. 


From: Assistant Industrial Manager, USN, Jacksonville, Fla. 

To: Chief of the Bureau of Ships (Code 784B). 

Subject: Current Procurement—Smiths Basin & Dry Dock Co., Fort Lauderdale, 
Fla., new construction recommendation. 

Reference: (a) BuShips letter QM/Smiths Basin & Dry Dock Co. (784) Ser 
7T84B-—560 to AIM, Jax dated December 12, 1951 

1. The assistant industrial manager, Jacksonville, has conducted an onsight 
inspection of the facilities and equipment of subject shipyard in compliance with 
reference (a). 

2. The conclusion reached is that this yard is well fitted out to produce 45-foot 
steel tugs and other similar type vessels not to exceed 100 feet in length. They 
have adequate facilities for the repair of wood or steel vessels, drydocking up 
to 110 feet in length, 250 tons. New construction of wooden vessels is not 
recommended, 

3. A revised facility survey DD-404 is in the process of being completed, and 
will be forwarded in the near future. 

W. S. BIrter. 


ENCLOSURE (4) 
JANUARY 28, 1952. 
Excerpt from Memorandum 
From: Code 780. 
To: Code 1712. 

Subject: 65-foot steel tug, 65-foot cargo passenger vessel, and 45-foot steel tug; 
comments of capacity and ability various yards to handle construction of. 
Reference: (a) Request of Mr. Drew-Bear Code 1712 to Mr. Risser Code 784B 

for subject comments. 

1. In accordance with reference (a) the following comments and recommen- 
dations are made. 

7. Smiths Basin & Dry Dock Co., Fort Lauderdale, Fla. Records indicate 
this vard has no current contracts. The yard is not developed as a steel pro- 
duction yard, is a basic wood yard purchased by experienced steel shipbuilders, 
and is in the transition stage from a wood yard to a steel yard. Both Captain 
Roe of Code 519 and Captain Moore of Code 750 has indicated that this com- 
pany be given an opportunity to bid on steel construction. In view of the above, 
the present limited operation in the yard and the need to acquire additional 
steel working equipment it is recommended that this company be limited to 
six 65-foot-cargo passenger vessels or five 65-foot steel tugs for delivery between 
the period from January 1953 through June 1953. 


Somos 
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ENCLOSURE (5) 
SupSuHipes, JACKSONVILLE, March 14, 1952. 
From: SupShips, Jax. 
To: Chief, BuShips Code 750. 
Subject : Contract NObs—5577 with Smith’s Basin & Dry Dock Co., Fort Lauder- 
dale, Fla. 
References: 
(a) Teleon between Lieutenant Commander Halota—Mr. McAulay, Buships 
and Captain Bitler—Lieutenant Commander Cottrell, SupShips, Jax. 
of March 12, 1952. 
(b) Telcon between Captain Moore, BuShips and Lieutenant Commander 
Cottrell, SupShips, Jax. of March 13, 1952. 
1. The purpose of this letter is to confirm the information developed in 
references (a) and (b). 
2. In reference (a), the supervisor pointed out that in his opinion the award 
a of subject contract for the construction of 28 65-foot steel harbor tugs consti- 
tuted a production requirement beyond the scope of the facilities of subject 
contractor. It was brought out further that the report of the facilities survey 
conducted by this activity at the request of the Bureau of Ships on subject 
conractor contained no information that would indicate subject contractor was 
) capable of producing 28 65-foot tugs according to the schedule of contract 
NObs-5577. The supervisor also expressed concern that this contract which in 
total is in the amount of roughly $6 million, contains no requirement for the 
contractor to execute performance bond for the protection of the Government. 
The Bureau of Ships representatives by reference (a) advised the supervisor 
that the Contract Division of the Bureau of Ships indicated that subject 
contractor was being provided financial backing by a Fort Lauderdale bank. 
3. In references (a) and (0b), it was established that award of this contract 
to Smith’s Basin & Dry Dock Co. had not been cleared with the SupShips, Jax. 
It is believed that prior to awarding a contract of this nature (SupShips, Jax.) 
should be consulted for comments. 


APPENDIX 18 


OFFICE OF SUPERVISOR OF SHIPBUILDING AND NAVAL INSPECTOR OF ORDNANCE, 
CAMDEN, N. J. 
August 20, 1953. 


EVALUATION OF CONTRACT NOBS 5567 WITH AMERICAN BOILER WORKS, INC. 


References : 
(a) BuShips letter NObs—5567 (151) serial 151-514 of November 17, 1951 
(b) BuShips letter NObs—5567 (1775) serial 1775-508 of April 4, 1952, to 
American Boiler Works. 
(c) NavShipSA letter Al—1 (245) serial 245-148 of March 14, 1952. 
(ad) Conference at American Boiler Works on July 28, 1952, attended by 
representatives of supervisor’s office and NavShipSA. 
(e) SupShip, Camden letter code 400 NObs-—5567/L4 serial 7761 of August 
, 19, 1952. 
(f) SupShip, Camden letter code 242 NObs—5567/A9-10 serial 9823 of Octo- 
ber 15, 1952. 
(g) Conference at SupShip, Camden office on March 10, 1953, with repre 
sentatives of BuShips, American Boiler Works, NavShipSA, SupShip, 
New York, and M. Rosenblatt & Son. 
(h) SupShip, Camden letter code 200 NObs-5567/A9-10 serial 3702 of 
April 9, 1953, to American Boiler Works. 
(i) Conference at American Boiler Works on May 27, 1953, Capt. S. N. 
f Pyne and Comdr. W. P. Hartung of this office and Lt. Comdr. L. 
Olivari of BuShips in attendance. 
(j) SupShip, Camden letter code 400 NObs—5567/L4-3 serial 7841 of July 
29, 1953, to American Boiler Works. 
(k) American Boiler Works, Inc., letter to SupShip, Camden, dated August 
11, 1953. 
(1) BuShips Instruction 4241.2 dated August 11, 1955. 


<a, 


ae 
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Enclosures: 
(1) Month-to-month tabulation of builder’s estimated end of construction 

dates from July 1952 to July 1953. 

(2) American Boiler Works, Inc., bar graph component production 
schedule. 

(3) List of contract NObs-—5567 change orders to August 20, 1953. 

(4) Report by Lieutenant Commander Olivari, BuShips, of conference 

held in Bureau on July 22, 1953 

rabulation of plan revisions since May 1, 1953. 

(6) Photos of the seven hulls taken on August 15, 1953. 

Balance sheet, American Boiler Works, Inc., dated August 15, 1953 

Copy of reference (j). 

'}) Copy of reference (k) 


- ZF! 


THE CONTRACT 


By reference (a) the American Boiler Works was awarded Contract NObs 
9967 for the construction of seven 65-foot harbor tugs for the Air Force. The 
contract stipulated delivery at the Mobile, Ala., Air Material Area, with de- 
liveries ranging from July 1952, for the first boat to January 1953, for the 
seventh boat. The fixed price of the contract was stipulated at $728,000 for 
the seven vessels plus $802,900 for centrally procured material. It is to be 
noted that the contract contzins no labor esvalation clause. The design agent 
ind central procurement agent was M. Rosenblatt & Son, New York. Originally 
inspection Was assigned to the supervisor of shipbuilding, New York, but by 
reference (4) the supervisor of shipbuilding, Camden, was made the cognizant 
inspector 


CONTRACT DATES NOT FEASIBLI 


The original contract dates were not feasible, at least the dates of the earlier 
vessels were not, and the contractor should have known this because actually, 
negotiations for lease of the site of the yard used for construction were not 
terminated until July 23, 1952, and it was not until September 5, 1952, that 
electric power was supplied to the facilities. 


FIRST DATES SET BY NAVSHIPSA 


By reference (c) the Shipbuilding Scheduling Activity established completion 
dates based on the CPSS dates, pointing out that certain items of centrally 
procured material such as main propulsion engines, shafting, generator and 
switchboard would require careful and continued progressing in order to meet 
the revised dates. These revised and first dates that could be considered in 
uny way feasible were as follows: 


Vessel number Completion date 
U-1436 ; 1 December 1952 
U-1437 : Do. 
U-14388 Do. 

t 1439 : Do. 
U-1440 . : : 1 January 1953 
U-1441 ; Do. 
U-1442 : . Do. 


EFFORTS BY SUPERVISOR TO EXPEDITE PRODUCTION 


Throughout the program repeated written and verbal requests were made to 
the contractor to furnish component construction schedules or to provide some 
data to substantiate their completion dates. The following is a listing of letters 
and conferences which urged production schedules to be prepared: 

July 1952.—Our records show that at conference, reference (d), the contractor 
Was requested to furnish a detailed schedule of erection in order to substantiate 
the completion dates then in effect 

{ugust 1952.—Since the schedule was not forthcoming, reference (e€) was 
written emphasizing the importance of orderly scheduling of components and 
again urgently requesting that a schedule be furnished 

September 9, 1952.—At a confcrence in the contractor's office, Lieutenant 
Colony of this office drew attention to the contractor's failure to provide a 
schedule in spite of repeated requests. A schedule was again promised. 
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October 1952.—Realizing that established completion dates were slipping, the 
supervisor by reference (f) reminded the contractor that “he has a firm obliga- 
tion to meet established construction dates. It is his responsibility to set up 
production schedules to build up his labor force and to expedite delivery of ma- 
terials in order to meet these dates.” About this time, in order to help the 
contractor meet his completion schedule, the supervisor arranged for the diver- 
sion of the first three engines from the first flight vessels. In the light of sub- 
sequent postponement of completion dates for other reasons, this diversion of 
main engines proved to be a waste of time and effort on the part of all concerned. 

Varch 1953.—Feasibility conference called by supervisor on March 10 in view 
of lack of progress on the program. After weighing all problems of manpower 
and material, the contractor at this conference submitted final firm dates show- 
ing end of construction of all vessels in July 1953. 

April 1953.—Reference (7) sent to the contractor because the completion 
dates set at the March 10 conference already showed signs of slipping. The 
supervisor warned that he can “no longer accept further postponement of trials 
and completions * * * and requests information as to positive steps to be taken 
to meet these dates.” 

April 1953.—Our records show that on April 14, 1953, Lieutenant Colony of 
this office visited the contractor's plant and reported that even at this stage 
“there is no schedule or rational scheme for completing the vessels and the work 
is highiy uncoordinated. The contractor was requested nearly a year ago to 
prepare a [production] schedule. No result has been observed except difficulties 
arising from his noncompliance.” 

Vay 1953,—Conference, reference (i), called by the supervisor because of 
unsatisfactory progress of the tugs. At this conference, Captain Pyne explained 
why he had to lay down a deadline of May 22 for a production schedule. For 
the first time the contractor, at this meeting, produced a rough schedule showing 
starting and finishing dates of main components which was accepted as a step in 
the right direction. The supervisor drew attention to the default clause in the 
contract but specifically pointed out that he did so not as a threat but stressed 
rather that the use of this clause was highly undesirable from the point of view 
of both parties to the contract. 

June 1953.—Early in June 1953 the contractor’s production schedule, en- 
closure (2), was finally received in this office. This schedule shows the con 
tractor’s end of construction date for the first vessel to be July 27, 1953, and for 
the last vessel December 8 1953. The supervisor accepted the first date but 
insisted that every effort be made to move up the date of December 8, 1953, to 
about November 8, 1953, so as to insure departure of all vessels from the yard 
prior to the winter 1953-54 freeze on the Great Lakes. 

June 1953.—The construction progress report for the biweekly staff and prog- 
ress meeting on June 30, 1953, showed that work on the contract was unsatis- 
factory during the reporting period. Doubt was expressed that the first vessel 
would be ready for the scheduled preliminary acceptance trial on July 13, 1953, 
and all vessels were reported lagging behind the contractor's revised and firm 
schedule. 

July 1953.—The first tug was presented for trials on July 15,1953. The super- 
visor was fully aware that the vessel was not as complete as it should be for a 
trial board inspection but insisted on the date in a desperate effort to force the 
contractor to hold to the newly made schedule. 

July 1953.—On July 22, 1953, at the request of the supervisor a meeting was 
called in the Bureau. Commander Hartung of this office attended. This meet- 
ing was prompted by the fact that an evaluation of the progress on all seven 
vessels at that time showed that completion of the contract according to the 
schedule was definitely in jeopardy and there was grave doubt that the vessels 
would be completed before midwinter 1953-54. 

Enclosure (4) is the Bureau’s report on this conference. It was considered 
high time now that steps be taken at a higher leve! and that even termination of 
the contract by default be considered. The Bureau's attitude, however, was one 
of caution and patience, pointing out that other small contractors were lagging 
also and that every assurance should be made that the Government was not 
responsible for the delays due to design changes, plan revisions, or Government 
furnished material deliveries. 

At the conference it was decided that the supervisor would send a letter to 
the contractor summarizing his reasons for the failure of the contractor to meet 
his commitments and making recommendations for corrective action. The letter 
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should also point out concern over the financial status of the company. A dead- 
line date for a reply should be given. 

This letter, reference (j), (enclosure (8)), was sent to the contractor in good 
time. The contractor’s reply, reference (k), (enclosure (9)), is considered 
inclusive, inadequate, and unsatisfactory. An analysis of the contractor’s letter 
of reply is given later in this report 


RECORD OF POSTPONEMENT OF COMPLETION DATES 


In spite of all efforts on the part of the supervisor’s office as recorded above 
and, though every assistance was immediately given the contractor in the expe- 


dition of materials, the completion dates of the vessels were repeatedly set back 
by the contractor. This is shown by enclosure (1) which gives the builder's 
estimated end of construction dates, taken from the monthly progress reports, 
NAVSHIPS 904, as submitted over the period July 1952 to July 1953. 

It will be shown presently that there were no delays in Government furnished 


equipment for this program and that only to a minor degree could design 
changes be responsible for any postponements in completion. Therefore, there 


can be only one conclusion from the record of broken dates shown in enclosure 
(1) and that is that the contractor either lacked the technical and managerial 
ability or did not make the necessary effort to get the vessels out. 


EVALUATION OF CHANGE ORDERS 


Fourteen change orders have been issued to date oa this contract. These 
are listed in enclosure (3). So far no estimates on any of the changes have been 
received by this office. However, the Supervisor's independent estimate of net 
increased cost for all changes is $8,519 per vessel. No indication has been 


received from the contractor that any delay in deliveries would result from 
these changes and the supervisor is of the opinion that no appreciable delays 


could logically be attributed to this cause 


EVALUATION OF DESIGN PROBLEMS 


At the present time there are no outstanding design problems that could 
have any effect on the contractor’s completion schedule. Only one minor design 
deficiency exists at present; there has been no plan developed for foundations 
for the radio telephone and radar in the pilot house. The specifications call 
for foundations for this equipment and this is carried as an item (ler) of con- 
tractor responsibility on the trial board report of Hull No. U-1437. However, 
it is understood that the equipment will not be installed until after delivery 
and obviously this item need not delay delivery. 

Since May 1, 1953, which is prior to the date of submittal of the contractor’s 
component production schedule, 15 revisions to plans have been received. 

Enclosure (5) is a tabulation of these plan revisions. An analysis of this 
enclosure will show that most of these revisions are minor. The additional cost 
per vessel would not be more than $1,500, even on the earlier vessels. Hence 
plan revisions cannot be responsible for any appreciable delays in construction. 


MATERIAL PROBLEMS AS RELATED TO DELAYS IN COMPLETIONS 


Government furnished 
There is no Government-furnished material required by this contract. 


Centrally procured 

Delivery of certain items of centrally procured material was originally the 
controlling factor in vessel completions. Schedules prepared by the United States 
Navy shipbuilding scheduling activity were based on the delivery of main engines, 
switchboards, and shafting. However, centrally procured material deliveries 
have in recent months been accomplished more rapidly than the contractor could 
install the equipment. As of May 1, 1953, the shipbuilder had received all cen- 
trally procured material for at least one vessel. Most material was on hand at 
that time for all seven vessels. The contractor has not, with one exception, 
indicated at any time that the lack of centrally procured material was the 
cause of any inconvenience to him as far as maintaining production schedules 
is concerned. The one exception to the above statement is main propulsion 
engines. In October 1952 the contractor requested that delivery of 3 engines 
be expedited to permit the completion of 3 boats before the winter freeze in 
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the Great Lakes. Diversion of these engines from another shipbuilder was 
accomplished through the efforts of the supervisor and Navy shipbuilding sched- 
uling activity, but the records of the supervisor indicate that several months 
elapsed between receipt of the first engine and its installation. 
Contractor furnished 

The contractor has suffered from several conditions related to material 
supplied by himself. These conditions are: 

(a) Late placement of purchase orders. 

(b) Poor credit standing resulting in the withholding by vendors of completed 
material until overdue bills are paid. 

(c) Lack of inventory control within the plant, causing minor interruptions 
to production through shortages of minor items like pipe fittings or bolts. 

(¢) Failure to supply copies of purchase orders to the supervisor resulting 
in delays in inspection. 

Late procurement has not been as serious a condition as (0b) above, but the 
following examples will indicate that some important material had not been 
ordered as of May 1: 


Ite ) rdered av ipSA 
f me 
2\ h angk ‘ lve Tune » 1953 ionths 
Life floats June 17,1953 | 4 mont 
Whistle air tank Mav 29. 1953 months 
Convector heaters Mav 15.1943 6 mont 


The supervisor has been approached by a number of material suppliers asking 
for assistance in collecting overdue bills. Material has been held back by vendors 
who do not wish to extend any more credit. This condition has had a very 
serious effect on the completion of the first tug, since most of the remaining de- 
ficiencies pointed out by the trial board cannot be corrected until missing material 
has been received. Some items are awaiting pickup at the railroad station in 
Erie, but cannot be claimed by the shipbuilder until paid for. Poor inventory 
control has been the cause of minor holdups in production which are damaging 
to workmen’s morale as well as time consuming. The supervisor has observed 
that stocks of supplies are allowed to become entirely depleted before any 
renewal action is taken. 


ANALYSIS OF CONTRACTOR’S REPLY TO SUPERVISOR'S LETTER OF JULY 29, 1953 


An analysis of the contractor’s reply, reference (k), enclosure (9), to the 
supervisor’s letter, reference (j), enclosure (8), fails to provide evidence of an 
effort on the part of the contractor to improve his position so as to satisfac- 
terily complete the contract. 

No positive evidence has been received by the supervisor's staff that there is an 
electrical design problem as indicated in paragraph 1 (b). The records show 
that the contractor had difficulty in paralleling the ship’s service generator and a 
request for assistance was sent by American Boiler Works to M. Rosenblatt & 
Son, 

The supervisor’s representatives have observed no marked improvement in 
the work of the electrical force as evidenced by the slow progress of the comple- 
tion of trial board work items on the first vessel. 

The supervisor does not recognize the claim that the contractor is awaiting 
arrival of basic decisions in respect to required tests as stated in paragraph 1 
(d). In the absence of specific information, the supervisor requires only that 
the approved test memoranda be followed. Any questions raised by the con- 
tractor in the past regarding test requirements have been promptly resolved 

The only fault found in centrally procured material of which the supervisor 
is aware is the three ammeters from the power and lighting distribution board 
on the first vessel (C—1437) which were rejected because they would not hold 
calibration when subjected to shock of a minor intensity. It is understood that 
these meters have been ordered replaced. Furthermore, as indicated in para 
graph 4f (4) of reference (1) costs resulting from late receipt of centrally pro- 
cured material or from defects of centrally procured material are not considered 
allowable in the pricing of mutual agreements. 
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rhe requirement for necessary test equipment has been brought to the con- 
tractor’s attention on numerous occasions and well in advance of the time when 
his progress indicated that the would be ready for their use. 


PRESENT STATUS OF COMPLETION 


The f owing tabulation taken from the July 31 monthly progress report 
Nave s 904) shows approximately the present status of completion of the 


Percentage of completion 





Hull 

Gain fo Lahor 

s ial July 1953 progress 
8.8 2. 36 7.8 
4 3. 36 86.3 
| s 1.37 73.0 
8 2 ‘8.2 
7 3. 42 19.8 
7 2.45 11.1 

Krom the above figures it seen that the average total progress for the con 
of July 31 was 81 percent, and the average labor progress was 63 per- 
Col Enclosure 6) shows photographically the general appearance of the 
different vessels as of August 15,1953. On that date 5 vessels were in the water 

t wavs 


} ALUATION OF FINANCIAL STATUS OF THE CONTRACTOR 


\ preliminary balance sheet (enclosure (7)) of American Boiler Works as 


\ ist 15, 1953. indicates a working deficit of $148,324.18 which, when offset 
imount of $80,000 of invested capital results in a net capital deticit of 
ss z is 
Pertinent disclosures reflected in the balance sheet indicate the following: 
1. A liability to the United States Treasury of $15,117.04 representing em 
plovee withholding taxes exists, whereas only $2,135.14 is on land in bank for 
pavyinen thereof 
femainil iabilities, excluding an amount due a stockholder of $8,241.09, 
nt to S808.5458.18 Assuming collection of all accounts receivable, cash 
recovery of inventory and realization of amount resulting from change orders, 
amount of $187,064.11 would be realized, leaving a net cash deficit of 


$121,494.07 plus the $12,981.90 deficit in employee withholdings tax, or a total 
net cush deficit of $134,475.97 

It is believed that an amount of at least $200,000 is required to restore the 
contractor to a sound financial basis. This would offset the cash deficit and 
provide approximately $65,000 working cash required for payrolls and normal 
operating overhead on a month’s basis 





APPENDIX 19 


DEPARTMENT OF THE Navy, ‘ 
SUREAU OF SHIPs, 
Washington, D. C., February 24, 1954 

lemorandum 
l'rom: Code 1718 
To: Code 1700 
Subject: Contract NObs—5577, Smith Basin & Dry Dock Co. 

1. This memorandum is intended to give you a brief history of the subject 
contract and what it covers and report as to the present status of the contract 

() Supplies, price.—Contract NObs—5577, dated March 4, 1952, provides 

for the construction by Smiths Basin & Dry Dock Co. of 28 65-foot steel harbor 
tugs (24 for the Army Transportation Corps and 4 for the Air Foree) to be 
delivered to the Government at the rate specified in the contract from January 
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to June 1953, at a fixed price of $2,767,080. As the result of change orders issued 
and adjudicated to date, the fixed price has been increased to $3,261,470 In 
addition to the fixed price, the Government agrees to reimburse the contractor for 
the cost of certain materials which are listed in schedule A of the contract and 
designated “centrally procured materials,” estimated to be $114,700 for each 
vessel By a termination for the convenience of the Government on December 
1S, 1953. the number of tugs to be constructed has been decreased from 28 to 16 

(b) Progress to date.—The following is a listing of the vessels involved show- 
ing the percentages of completion, the present adjusted unit price and the 
mount of progress payments which have been made: 














Per- 
Hull cent 
oR Designation Destination wwe of Unit price Amount 
es comple 
tion 
U-26-1449 Mobile, Ala 99.10 | $117, 746.04 | $116, 686. 33 
2 ST-2121 Charleston, 8. C 95. 65 117. 020. 04 111, 929. 67 
St -2122 do 12. 20 117, 020.04 107, 892. 48 
4 211 do ”)& 116. O61. 44 106, 259. 47 
U 26-1450 lobile, Ala 87 40 117, 211. 44 102, 442. 80 
6 ST-2123 Charleston, 8. ¢ 85.15 116, 961. 44 99, 592. 67 
ST-2124 1 83. 65 116, 061. 44 97, 838. 24 
s ST-2114 lo 80. 65 117, 140. 44 94, 473. 76 
U-26-1451 Matagorda, Tex 79.7 117, 390. 44 93, 618. 88 
r-212 Charleston, 8. ¢ 78. 40 117, 140. 44 91, 838. 10 
11 ST-212 do 76, 90 116, 810. 44 89, 827. 23 
2 ST-211 do 76. 30 116, 810. 44 89, 126. 37 
26-1452 74. 5 117. 060. 44 &7. 210.03 
{ "9 71. 80 116, 810. 44 83, 869. 9O 
1s ST-2128 7.90 | 116, 810. 44 79, 314. 29 
If 21 1¢ 66.40 | 116 44 77, 562. 13 
ST-211 ), & 115 68 69, 208. 74 
18 ST-2129 100 11 68 68, 282. 87 
19 ST-2130 8. 10 1 733. 68 67. 241. 27 
x ST-2118 do 7.91 | 115, 733. 68 67, 021. 37 
21 r-2131 lo 2. 70 l 3. H8 60, 991. 65 
2 ST-2132 do 12. 6 ] 68 60, 933. 78 
2. ST-2119 do 1. 84 l , 68 59. 996. 34 
24 S 2133 do 1) 115, 733. 68 59 GAO. OF 
2 ST 120 oO in 4 115, 733. 68 , OY6. 11 
26 S'T-2134 do $8.47 115, 733. 68 56, 096. 11 
- ST-2135 do 48. 41 115, 733. 68 56, 026. 67 
2s ST-2136 ce 48. 41 115, 733. 68 6, 026. 67 
Total 3, 261, 470.00 |2, 267, 353. 98 
Less 2 percent retained 45, 347. 08 
Subtotal 2, 222. 006. 90 
Less amount previously invoiced 2, 206, 383. 18 
invoice N 1 tl No. 64 





15, 623. 72 


(c¢) Claims against the Government.—The contractor, in his schedule of lia- 
bilities and assets as filed with the United States District Court of Miami on 
February 12, 1954, shows as an asset claims against the Government in the 
amount of $1,018,283.07. These claims are composed of the following: $578,000 
for the delays in the delivery of plans ; $287,000 for increased costs resulting from 
plan errors and omissions; $30,000 for unadjudicated change orders; $105,000 
for partial payments on account of the termination of December 18, 1953. The 
contractor presented the claims for delay of delivery of plans and increased 
costs due to plan errors and omissions to the Bureau by his letter of December 11, 
1953. Immediately upon receipt cf this claim a conference was held with the 
contractor in the Bureau during which time it was pointed out to him that his 
claim would have to be more adequately supported. The contractor resubmitted 
his claim for delays by his letter of December 14, 1953. The contractor was again 
informed that the claim was still inadequately supported and he agreed to fur- 
nish additional factual information. This information has not been forthcoming. 
Change Order 102 has been issued to cover plan errors and omissions, adjudica 
tions totaling $22,000 have been made under this change order to date. In the 
absence of the contractor furnishing any further information on these claims, 
the Bureau has made detailed investigations as to the general merits of the claims 
which will be discussed in the following paragraphs. 
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(d) Delay claims.—This claim was broken down into the following categories : 


(1) Cost due to steel strike ; a ceed aca $64, 758. 22 
There is no contractual remedy available to in- 
crease the contract price due to this reason. 
2) Increased cost of electrical material_______________ 25, 231. 26 
Contract does nct provide for material escalation. 
Any additional materials which may have been 
required by changes in the specifications have 
been covered in the adjudication of those change 
orders. 
(3) Loss of efficiency caused by unorderly operations 
due to delay in receipt of plans eecaiacenia 205, 027. 28 
The contractor did not obtain a lease for a facility 
to construct these tugs until the 25th of April 
1952; prior to that date the contractor had re- 
ceived all the plans required for the construction 
of the vessels with the exemption of the following 
16 plans: 


{ 











Date received wacaich Name of print 
Mav 4 > 536 | Compartment testing 
M 227 | St ‘ undum, electrical 
M 222 | Switchboard wiring diagram 
M 22% N plates and tags, electrical 
M 21 | Pa hedul 
M 4 224 | Lightir ck pl 
Jur f Insu 
I { 4 P 1 
Au d ( ral alarm iin engine 
9 hip test memorandum, hull 
19 helving hawser and dry stores 
Ss »4( Chermometer and gage list. 
g 228 | Battery charging panel. 
1 194 Pil house windows 
AY WH B i K ut { urt 4ins. 
June 15, 19 480, 481 | Pade 


I am informed by engineering personne] of the Bureau and SupShip, Jackson- 
ville that nonreceipt of the above listed plans prior to commencing construction 
did in no way interfere with orderly construction and planning of the vessels. 
It is, therefore, concluded that since there was no initial delay in receipt of plans 
by the contractor that this item has no merit and is not a basis for equitable 
adjustment of the contract price. It is deemed pertinent to point out at this time 
that this contract is for the second flight of ugs. 


(4) Increased loft work ‘ $5, 228, 92 
There was no change in the mold loft offsets. Claim not 
valid 

(5) Costs of engineering 55, 565. 79 


This item appears to be nothing more than improvident 
bidding. 

(6) Rent of loft building EY eee 1, 620. 00 
Since there was no change in the offsets, we see no valid 
reason for the claim 

(7) Rent of warehouse 5, 947. 68 
Inasmuch as there was no initial delay in the receipt of 
plans, can see no basis for this item 

(S) Additional engineering 5, 718. 00 
This apparently is a duplication of item 4 and unless more 
detailed information is forthcoming, it is disallowed. 

(9) Wage increase 42,575. 95 
The contract does net contain a labor escalation clause. 
No contractual remedy available. 

(10) Cost to build to United States Navy requirements 166, T75. 00 
Can find no such requirement in the plans, the contract nor 
the specifications. If the builder has specific items which 
are above contract and specifications, the Bureau has and 
will issue change orders where indicated. 


Total isos ats eterna dan icmp aati dicta lis _. 578, 446. 00 
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The foregoing conclusions reached by Bureau personnel and supervisor of ship- 
building, Jacksonville personnel was stated in detail to the receiver and to the 
attorney for the debtor during a meeting at Fort Lauderdale on February 12 and 
13. It was emphasized that the prime purpose in making this determination was 
to give the receiver some idea as to the validity of the claims made by the con- 
tractor against the Navy to enable him to analyze the overall financial conditions 
of the company. 

(e) Claims for plan omissions and errors.—Change order 102 has been issued to 
cover increased costs in this area. The adjudication of this change order is 
under the cognizance of the supervisor of shipbuilding, Jacksonville. To date an 
amount of $22,000 has been adjudicated under this change order. In the ab- 
sence of substantiating evidence from the contractor to support this claim, the 
supervisor of shipbuilding’s office made a detailed analysis of this entire area. 
This detailed analysis took the form of individual worksheets for each plan 
involved giving a merit history of what took place with respect to the individual 
plan and how it could possibly effect the contractor's erection schedule. From 
this detailed analysis the supervisor of shipbuilding, Jacksonville evaluated this 
claim in the total amount of $50,000 of which $22,000 has already been adjudi- 
cated. An offer for settlement of this claim in the aforesaid amount was made 
to the contractor on February 13, 1954. 

(f) Unadjudicated change orders.—aA total of only 34 change orders has been 
issued under this contract. This number is not considered to be an unreasonable 
number of changes for a contract of this size and scope. Approximately 5 
change orders have yet to be adjudicated ; however, the supervisor of shipbuild- 
ing has estimated that the net effect of the adjudication of all unadjudicated 
change orders will be “0” dollars, i. e., decreased cost changes will balance out 
increased cost changes 

(yg) Requests for partial payment on account of termination ($105,000). 
Contractor has been paid progress payments on the terminated portion in the 
full amount of progress attained. Partial payment on termination is not recom- 
mended for the following two principal reasons: (1) It is clearly evident that this 
is a loss contract, therefore, the termination claim will necessarily, as required 
by ASPR, be adjusted for the percentage of the indicated loss which could result 
in the payment of a termination claim in an amount less than has already been 
paid in progress payments. (2) It is evident that the contractor has been paid 
progress in excess of progress earned in at least one area, that is, the material 
cost: i. e., contractor has been paid progress of 100 percent on material costs. 
He has yet to purchase materials in an approximate amount of $200,000. 

(h) In summary of the contractor’s claims against the Government, it is this 
office’s opinion, on the basis of all evidence available at this time, that the total 
value of the contractor's claim is $50,000, with some possibility that further evi- 
dence may conceivably raise this figure to $100,000. It would appear that the 
contractor is attempting by means of this claim to charge the Government with 
all the losses it has suffered to date and his anticipated losses as well. It is the 
considered view of all Government personnel that have reviewed this case that 
the contractor's financial predicament is not attributable to the Government and 
that the claim is almost entirely invalid and devoid of merit. 

(i) Present status of operations.—The contractor has normally employed 
a working force of approximately 150 men on this contract. Beginning 
Febuary 8 this number was reduced to about 20, bringing operations virtually 
to a standstill. Unless the company can obtain additional financing, even this 
skeleton force may be laid off. The company has no other contract with the 
Government. If does have a small amount of commercial business-vessel repair 
work, in which about 20 men are currently employed at another site. This com- 
merical work has until now constituted about 10 percent of the company’s total 
operations. Nine of the tugs are now in the water. It is estimated that the 
remaining tugs could be launched with a normal working force in about 4 to 6 
weeks, 

(j) Financing.— The contract has been assigned by the contractor to the First 
National Bank of Fort Lauderdale in consideration of loans made by that bank. 
The unpaid balance of this loan account is stated as approximately $300,000. In 
accordance with the terms of the contract, the Government has thus far made 
progress payments on account of the fixed-price portion in the amount of $2,222,- 
066.90 based upon progress in the completion of the work. On the cost reim- 
bursable portion (centrally procured materials) the contractor has been reim- 
bursed $1,950,128, making a total of $4,172,094 paid to date. There is no other 
Government financing in connection with this contract 
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(k) Organization, facilities, and capitalization.—Smith’s Basin & Dry Dock 
Co. is a Florida corporation, incorporated November 4, 1949, with a capitaliza 
tion of $31,300. It succeeded the New River Boat & Engine Works, Inec., estab- 

shed by others in 1946. Since the incorporation of the firm it has been under 
the same control and management throughout. There are stated to be four 
principal stockholders, including William H. Smith. president of the firm, and 


r. ¢ de Smith. vice president. John Dewell was the secretary and treasurer, 
but it has not been ascertained whether he holds these positions now. Follow- 
ng the ird of the subject contract, the company was enjoined under a zoning 


ordinance or similar enactment, from undertaking construction of the tugs at 
the site originally intended Che company then leased its present site, rented 
equipment, and constructed facilities including a dock and launching equip- 
ment. The company has no equipment large enough to lift and install the engines, 
and, for this purpose, floats the tugs one-half mile down the river where the 
equipment of the Port Everglades Port Authority is rented. The tugs are 
then returned to the plant site for completion 

(1) Legal procecdings.—On February 4, 1954, the company filed a voluntary 
debtor's petition in the United States District Court, Southern D strict of 
Florida, Miami Division. The case has been assigned docket No, 2915-M—-EK 
fhe cosnizant referee is Mr. L. EB. Curry Coreceivers have been appointed : 
John Nicholas, a professional receiver and trustee, of Miami, Fla., and Raymond 


Moore, an official of the company, of Fort Lauderdale, Fla Attorney for 
the receiver is T. H. Wakefield, Shoreham Building, Miami. Attorney for the 
company is John Gunn, Biscayne Building, Miami. A schedule of assets and 


ibilities has been filed, but no plan for reorganization has as vet been sub 
mitted. The schedule lists Mr. Moore as a creditor on account of rents due for 
heavy equipment loaned to the company. The assistant district attorney in the 
United States District Court of Miami, Mr. Warden, was requested to protest 
the appointment of Mr. Moore as a receiver due to his previous and present 
interests in the company. 

(m) Financial condition of the company If the company’s claim against the 
Government is disregarded, its current liabilities exceed its current assets by 
ome $700,000. Of this amount, about $300,000 is owed to the First National 
Bank of Fort Lauderdale. The contractor’s estimate to complete the contract 
8 $796,000. In addition the company has been overpaid some $117,000 on account 
f ntrally procured materials. In order, then, for the company to meet the 
bligation and complete the contract in a liquid, solvent position, $1,613,000 will 
be required. Of this amount, the contract will vield about $368,000, including 
some $340,000 still remaining in the fixed-price portion of the contract and 
S28.000 offered to the company under change order 102 as discussed above. 

Mr. Gunn, attorney for the company, states that he recommended the chapter 
XI proceeding on the assumption that the claim against the Government was 
economically valid and would produce sufficient funds to enable the company 

» effect a composition of creditors. He intends now to present the company’s 
financial picture, as affected by the position taken by Navy, to the bank and other 
principal creditors. He intends also to recommend that the company proceed 
it once with the development of its claims, that they may be resubmitted with 
the required documentation and supporting data. Mr. Gunn was assured that 
the Navy would cooperate in every way possible to bring this matter to a 
conclusion 

The receivers have also been apprised of the Navy’s position with regard to 
the company’s claim. In view of this position and its effect on the schedule of 
ussets, the possibility of working out a satisfactory plan for the continued ex- 
stence of the company appears unlikely, unless the company is able to establish 
that its claim has more substance than now appears 

The company’s creditors include, in addition to the bank, many suppliers who 
furnished materials for which they have not been paid. In addition, approxi- 
mately 1 week's payroll remains unpaid. The salaries of the company's officials 
have, however, been paid up to date. It is reported that during recent months 
some $31,000 was withdrawn from the company’s account by Mr. C. Smith as a 
private loan, over and above his salary. In addition, immediately preceding the 
filing of the debior’s petition, the company’s remaining cash balance, some $6,500, 
is reported to have been withdrawn. Of this, $1,600 is accounted for as fee paid 
to Mr. Gunn \ detailed listing of the contractor's liabilities and assets are on 
file in this office and will be made a part of this file 
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(n) Rights and interests of the Government Under the terms of the contract 
the Government has the right to terminate for default in the event of the con- 
tractor’s failure to perform in accordance with the terms of the contract or fail- 
ure to make satisfactory progress. Following such action the Government has 
the right to complete the vessels under another contract and charge the original 
contractor with the excess costs thus incurred. (In this case the prospect of 
recouping such excess costs would seem to be a little more than academic.) If 
however, it is established that the contractor's failure to perform was not due 
to causes for which the contractor is responsible, the default termination is auto 
matically converted into a “termination for convenience of the Government.” 
The right to recover excess costs is lost and the contract is settled on terms con 
siderably more favorable to the contractor 

This office considers that default proceedings at this time would be premature, 
and should be deferred at least until the contractor has had adequate opportunity 
to resubmit its claim against the Government. The Bureau will then be in a 
better position to determine the extent to which the current situation is attribut 
able to the Government A present, lowever, it is my opinion that the con 
tractor’s financial predicament is due largely to the following circumstances 
(a) Heavy initial expenditures, amounting to about $160,000, for facilities and 
equipment necessitated by the move to the new site: (b) underestimate of the 
cost of material by some $230,000; (¢) incorrectly estimating overhead charges 
at 45 percent whereas actual charges have run 92 percent; (d) lack of equipment 
for installing engines at the plant site, resulting in decreased efficiency: (¢) 
lack of sufficient dock space and facilities to permit efficient working on several 
vessels at one time: and (e) lack of key personnel trained in the latter stages 
of vessel construction. In connection with this last point, it is noted that the 
company is considered to have done a skillful and relatively efficient job on the 
steelwork, but bas been grossly inefficient in the subsequent stages of construc 
tion. It is believed that costs to complete could be considerably reduced by 
bringing in supervisory personnel familiar with this type of work. Should the 
company succeed in producing a plan that would enable it to remain in operation, 
the Bureau would recommend such change in personnel in order to cut costs and 
assure the satisfactory completion of the contract. 

As noted, the Government has an investment of $4,172,194 in payments made 
to date on this contract. As security for these payments, the contract provides 
for the Government to have title in all materials acquired for the contract or a 
paramount lien to the extent of the payments made. The property in which the 
Government has this interest includes the partially completed hulls which are 
located in the contractor’s yard, and the materials and equipment located there 
and in various warehouses and other places of storage both in the yard and else 
where. It is questioned whether this property is adequately safeguarded. We 
are advised that one of the company’s creditors recently attempted to remove 
material for which payment had not been made and that other efforts have been 
made to remove property in which the Government has a financial interest 
Some of the property is located in unguarded warehouses with the keys presum- 
ably held by employees of the company. The receivers have been alerted to 
this situation and have proposed that an inventory be made. Navy personnel 
are working with the receivers in this matter. 

A preliminary audit indicates, as noted above, that the Government has 
overpaid the contractor approximately $117,000 for centrally procured mater- 
ials. This overpayment appears to be the result of duplicate billings submitted 
by the company. There are indications which are being explored further that 
this may not have been entirely accidental, but may have been a device de 
liberately employed to obtain payments from the Government before they were 
due. In this connection it is to be noted that the company followed the practice 
of making out checks to its suppliers but not always mailing them. It appears 
that checks totaling some $229,000 were never issued. 

In addition, we are advised that the Bureau of Internal Revenue has a claim 
against the company ir the amount of $71,000 for withholding taxes not trans- 
mitted to the Government. 

Primarily, it may be stated that the Government is concerned with (a) the 
physical protection of the partially completed hulls and materials on which it has 
made progress payments, (0) with the safeguarding of its legal rights and 
interests in this property against the claims of the company and of third per 
sons, (¢) the resolutions of claims against the Government either by the company 
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or others, and (d) the continuation of work on the vessels under conditions pro- 
viding maximum assurance of satisfactory and expeditious completion at mini- 
mum increased cost to the Government. 

(o) By letter dated February 23, 1954, from the Office of the General Counsel, 
Navy Department, the Department of Justice was requested to have United 
States Attorney James L. Guilmartin of the southern district of Florida to file 
an appearance, acquaint himself with the facts and take such steps that may be 
warranted in the protection of the Government’s interests and to keep this office 
fully informed of any events that may take place in connection with this case. 

2. I will keep you informed of all future events on this case. 


D. E. WEATHERLY, Jr. 


(Subsequent to the hearings, the committee received the following 
letter from Lester Rosenblatt, supplementing some of his previous 
testimony :) 


APPENDIx 20 


M. ROSENBLATT & Son, 
New York, N. Y., July 12, 1954. 
SENATE SMALL BUSINESS COMMITTEE, 
Washington, D. C. 
(Attention: Mr. Walter Stults.) 


Dear Sir: We have had an opportunity to examine only most briefly a pre 
liminary transcript of our portion of the testimony before the Senate Small 
Business Committee in May concerning the 65-foot tugboat program. 

his examination of the record indicates that certain statements made by 
is before the committee might be open to misinterpretation. We would, there- 
ore, appreciate the opportunity of submitting a few remarks for the record in 
the hope of preventing possible misunderstanding 

First, there were statements made that the change in the plan schedule for 
first-flight vessels deferring submittal date of most plans by approximately 3 


months was caused by difficulty in recruiting competent personnel. We do not 
wish to leave the impression that this was the sole or major cause of the delay 
n plan production. The most important factor necessitating the revision in the 
plan schedule was the problem of selection of the main engine which, as testi- 
mony has indicated, was a matter of some 3 or 4 months. 

Examination of performance will indicate that shipbuilding delays in this 
program are in the order of 1 to 2 years. What plan delays there were, were 
of far, far less magnitude than this. 

It is possible that a false impression may have arisen from the use of the term 
“prototype” to describe the vessel which was being built by the Jakobson Ship- 
yard at about the time we began our design contract. It might be well to point 
out again that the Jakobson vessel is not properly a prototype of the 65-foot 
tugs. The vessel built by Jakobson is similar to the 65-foot tug in external form 
and structure. Its machinery plant, a major portion of any tugboat, is entirely 
different from that used on the 65-foot tugs. 

The fact that the basic hulls of the two vessels are similar was used to ad- 
vantage by our office in working on the hull drawings. This is borne out by the 
fact that the basic hull plans were issued to the yards practically on schedule. 

Another point concerning which there is possibility of misunderstanding is 
our statement that bidding from contract plans is a dangerous procedure. We 
should like to emphasize that we did not wish to imply that bidding from con- 
our statement that bidding from contract plans is a dangerous procedure. We 
might have added that the shipbuilding industry in this country is a hazardous 
one and that bidding from contract plans represents one of its inherent risks. 

We are looking forward to receiving a copy of the full transcript of the 
hearings as well as of the committee report. We hope that this will make some 
contribution toward salvaging American shipbuilding. It should be noted that 
the problems which gave rise to the hearings are, to a large extent, due to the 
sickness of the industry. 

Very truly yours, 
LESTER ROSENBLATT. 





